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COMMUNICATION 
To the Members of the Southern Economic Association: 


In February of this year, in pursuance of an inquiry raised by an officer of the 
Southern Economic Association, the Executive Committee was consulted by 
Mr. Ward, Secretary, regarding the desirability of continuing with plans for 
this year’s meeting. At that time, the Executive Committee unanimously ex- 
pressed itself as feeling that the Association should go forward with plans for its 
annual meeting, leaving to subsequent developments a possible abandonment 
of the meeting. 

Following that decision various members of the Association from time to 
time reopened the question, and factors adverse to the meeting increased in 
number and weight. In consequence, the Executive Committee was again 
consulted by circular letter on July 3, and the response indicated that the mem- 
bers of the Committee were either in favor of postponing this year’s meeting or 
of polling the membership of the Association. Accordingly, the membership 
of the Association has been polled by Mr. Ward, who circulated to the members 
a statement reciting the foregoing facts and containing a brief review of con- 
siderations favorable and unfavorable to the meeting this year. The results 
of the poll, through August the 3rd, seemed to indicate a conclusive trend in the 
balloting and were reported by Mr. Ward as follows: 


BRIS RONNIE TOU TI sia a0 5 ase os 5:0:6-5-<cac9rn' d's Weenie lean b'0b 93.5 NSS 33 
RE TE OE THI noo ko b Saws oe  b5c'eue pep cannes gee 99 
ESE MONEE... cassie os ak do wed bien ula Siete’ pee ea Gee ba ak eae 3 
DE NOE os.» sicusndicion ueiee okay swabs e's gu shis able tok a oie ka eae 10 
If meeting is held, I count on being present..................... ce eeeeeeeeee 37 
OR WOE DERE DIOHONE.. wo 65sec deSestce ds seees 52 
BOE MOOI 5. Sis a isc bins} v4.0 cine Ge Se eae 49 
OE CHORIEY SRREIIOD. 55 i pedicrescss ese sane thas 7 

If meeting is not held, I favor 
electing new officers by mail ballot................... 9 devout eee eae 46 
EUR HEURIG ROO. 55's a6 isan, scind vv aie sion SH naa mate paar eeeaeeei 93 
SIREN Ts TIO oa soc bia, Saw bee Sida buns te sulenh sande wee Ree 6 


The results of the poll were reported to the Executive Committee and, in the 
light of the results, the Executive Committee has unanimously voted not to hold 
this year’s meeting of the Association. However, after full consideration and 
considerable exchange of correspondence, the Executive Committee has by 
majority vote decided that an election for new officers of the Association will be 
conducted by mail ballot some time after the beginning of the new academic year. 
This decision has been reached because a substantial minority of the membership 
appeared to favor such an election, because the present president of the Associa- 
tion desired to be succeeded in office, because there seemed no real reason why an 
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election by mail ballot could not conveniently be held, and because, with the 
war of indefinite duration, the problem of new officers would not be solved but 
in all probability merely deferred by a failure to conduct an election at this time 

At this time it appears appropriate to say that the members of the Executive 
Committee, as doubtless is also true of the others who voted to cancel the meet- 
ing, have reached with great reluctance their decision not to hold this year’s 
meeting. The Association has apparently filled a real place in the professional 
life of southern economists and of others interested in economic questions; and 
a lack of continuity in its annual meetings is a profoundly regrettable develop- 
ment. 

In such a situation, it is also appropriate to urge that all members maintain 
their membership and their interest in the Association. The maintenance of 
interest should particularly embrace every effort to be of assistance to the 
editors of the Journal, for the Journal, lacking the papers that have ordinarily 
been derived from the annual meetings, will be faced with a problem that can 
only be overcome by the energetic, interested cooperation of the membership of 
the Association. 


The President of the Association has appointed a nominating committee 
consisting of G. H. Aull, of Clemson College, chairman; C. E. Bonnett, of 
Tulane University; and W. J. Matherly, of the University of Florida. The 
committee will appreciate suggestions from the membership. 

Matcotm Bryan 
President 














THE HAMILTON NATIONAL ASSOCIATES, INC.—A CASE STUDY 
IN GROUP BANKING! 


ROBERT E. RAPP 
University of California at Los Angeles 


Part II 


AN ANALYSIS OF OPERATING RESULTS 


The Hamilton National Associates, Inc., of Chattanooga, is a holding company 
for seventeen banks in northern Georgia and eastern Tennessee. Fourteen of 
these banks have assets ranging from $400,000 to $2,500,000 each; one in Johnson 
City has $7,000,000; another in Knoxville, $40,000,000; and the head office in 
Chattanooga over $70,000,000. The Chattanooga bank has four local branches, 
thus giving the system a total of twenty-one banking offices. The consolidated 
report for December 31, 1941, indicates resources of over $139,000,000 for the 
group as a whole. 

The operations of the Hamilton Group provide an unusual opportunity to 
study the methods and results of group banking. The system was among the 
earliest to be organized. It weathered the severe financial storms of the de- 
pression years. There is no other multiple-bank system in the area served. 
In some towns there is active local competition, whereas in others the Group 
bank is the only financial institution. The development has embraced not only 
unit and group banking but also branch banking, and thus it reflects the trend 
toward banking concentration in other parts of the United States.2 Lastly, 
the President of the Hamilton National Associates, Thomas R. Preston, has 
been an influential figure in political, industrial, and financial circles, having 
served as President of both the Tennessee and the American Bankers Associa- 
tions, sitting as a Director on the Boards of many corporations and of the United 
States Chamber of Commerce, and taking an active part in local, state, and 
national politics. 

In an effort to appraise the operating results of the Hamilton system and to 
make comparison with unit banks, the method of balance-sheet analysis has 
been heavily relied upon. Although the limitations of this approach are recog- 
nized, it is felt that many rather significant conclusions may be drawn with some 
confidence. Since trends and relationships were traced for a period of fifteen 


1 Based on a survey conducted for the Bureau of Business Research, University of Ten- 
nessee. The material was condensed into two articles: Part I, Origin, Development, 
and Present Status; and Part II, An Analysis of Operating Results. Part I appeared in the 
Southern Economic Journal for July, 1942, pp. 1-14. 

2‘‘Unit’’ banking refers to a banking system wherein each banking office is an inde- 
pendent organization; ‘‘group’’ banking means that two or more banks are controlled by a 
holding company through ownership of a majority of shares in each; if such control is held 
by one or more individuals rather than by a holding company, the term ‘‘chain’’ banking 
is applied; when two or more banking offices are operated under one corporate charter, the 
result is ‘‘branch” banking. 
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years, greater faith may be placed in the results than if a shorter span had been 
covered. 

The Hamilton banks were divided into two groups, one consisting of those 
which had competition from local rival banks and the other including those 
which stood alone in their respective communities. This division was made in 
order to discover any possible differences in Hamilton policy caused by the 
presence of competition and to provide a direct comparison in the results of unit 
and group banking under the same environment. Consolidated statements 
were prepared for these two divisions of Hamilton banks and also for the list 
of all unit banks offering competition in the same locality with a Hamilton bank. 
From these three sets of consolidated figures, thirteen significant ratios were 
computed for each year of the period studied.* Similar ratios were set forth for 
each of the two largest Hamilton institutions and their respective strongest 
competitors; namely, the Hamilton National Bank and the American Trust and 
Banking Company in Chattanooga, and the Hamilton National Bank and the 
Park National Bank in Knoxville. 

In analyzing bank operations it must be kept in mind that the management 
has the almost impossible task of protecting the interests and satisfying the 
demands of three classes of persons with conflicting desires. First, it must 
consider the depositor who expects to be able to withdraw his funds upon 
demand. To meet such requirements it is essential that the bank be kept in a 
highly liquid condition. Second, the management is faced by would-be bor- 
rowers who want readily available loans with as little collateral as possible at 
low interest rates and with easy renewals. The bank is supposed to help “build 
the community” by financing business proposals in generous fashion. However, 
if all or nearly all loan applications are accepted, it means that most of the bank’s 
assets are going into relatively non-liquid notes and that very likely a higher rate 
of loss will follow. Third, the bank president must do as much as possible for 
the stockholders. These investors want to see satisfactory and growing earn- 
ings, a minimum of loss charge-offs, and a net result of an increasing book value 
per share with regular cash dividends. It is the purpose of this study to dis- 
cover how each of these three groups of interested parties has been affected by 
group banking policies as practiced by the Hamilton National Associates, Inc. 


I 


One advantage claimed for group banking is a greater degree of safety for 
depositors through the joint and reciprocal actions of the various affiliated banks. 
Reserve funds are more mobile and can be quickly concentrated at whatever 
point needed. Non-earning cash reserves may be maintained safely at lower 
levels by the individual banks. A greater diversification of loans and invest- 
ments is made possible. Expert attention may be given to the bond portfolio 


3 All such ratios were prepared in tabular form but are not so presented here because of 
space limitations. The three sets of consolidated balance sheet figures are given in the 
Appendix, the basic information for which was obtained from the banks concerned and from 
the Rand McNally Bankers Directory (Rand MeNally and Co., Chicago, March, 1926-1941). 
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of each bank, whereas small independent banks cannot afford to hire such 
specialists. In contrast, many weaknesses of small-scale unit banking have 
been brought into clear relief by the facts disclosed in a survey made for the 
Bureau of Business Research at the University of Tennessee during 1938.4 

Opponents of group banking say that a chain is no stronger than its weakest 
link and that if one bank of a group gets into trouble, the cloud of suspicion 
immediately gathers over the others with the result that enforced liquidation to 
meet depositors’ demands may bankrupt the whole system. Several failures of 
multiple-bank systems prior to the banking holiday in 1933 are held up as ex- 
amples.’ In rebuttal, the advocates of group banking point out that no type 
of banking was free from difficulties during the financial panic but many group 
and branch systems did stand firm in the midst of serious unit bank failures. 
They prefer the analogy of a rope, no single strand of which can withstand the 
strain to be placed upon it, but when a sufficient number of strands are brought 
together and bound into one, any force can be withstood. 

Since the prime interest of depositors is in the safety of their funds, they should 
consider evidences of liquidity and margins of safety. Among the measures 
of liquidity is the proportion of total deposits held in primary reserves of cash 
and exchange (“‘exchange”’ consisting of items in process of collection and of 
deposits kept with other banks for correspondent purposes). The Hamilton 
banks have been frequently referred to in some quarters as “‘cash warehouses” 
or “cold-storage vaults” because they have maintained a high proportion of 
deposits in the form of cash and have allegedly followed a close-fisted loan 
policy. The consolidated statements reveal, however, that Hamilton banks 
averaged larger proportional cash reserves than their competitors only from 
1926 through 1931. From 1932 on relatively less cash and exchange was held 
by the Group banks than by the others in every year except 1936 in spite of the 
fact that cash items in the Hamilton system during these years averaged about 
ten per cent above those of the 1926-1931 period. Thus, Preston’s banks were 
better fortified with cash to meet the panic years than were their rivals and have 
hoarded less in the years since, although retaining an ample proportion (over 
thirty-five per cent) of cash to deposits. 

An examination of the cash position must be supplemented with a view of in- 
vestments in United States government, state, municipal, and other bonds. 
Such securities represent the bulk of a bank’s secondary reserves. The liquidity 
of a bank depends not only on the cash ratio, but also on the proportion of total 


4 Ross, M. O., Practices and Policies of Small Community Banks in the State of Tennessee 
(University of Tennessee Press, Knoxville, April, 1939). Also see below, footnote No. 14. 

5 See F. M. Farris, Memorandum of Arguments Against State-wide Branch Banking, Third 
National Bank, Nashville, 1933. See below, pp. 118-119, for the record of failures among 
unit banks and among branch systems between 1921 and 1932. As a matter of fact, some of 
the most notorious failures among multiple-bank systems were not those of group or branch 
banks but were rather of ‘‘chain’’ organizations, a type particularly susceptible to abuse, 
such as the W. S. Witham chain of nearly two hundred banks in Georgia, Florida, New Jer- 
sey, and New York, which failed in 1926, the A. B. Banks chain in Arkansas, which collapsed 
in 1930, and the Wingfield chain in Nevada, which went under in 1932. 
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deposits invested in marketable securities. The bond holdings of the Hamilton 
banks have been much more consistent than those of their competitors. The 
former averaged about twenty-five per cent of deposits from 1926 to 1932 and 
over forty-two per cent since 1933, whereas comparable figures for the latter 
were eighteen per cent and thirty-five per cent, respectively. 

If both primary and secondary reserves are considered in relation to deposits, 
a more complete picture of liquidity is obtained. The Preston banks main- 
tained larger total reserves than their competitors in every year from 1926 
through 1940 except in 1932, 1933, and 1934. The higher figures for the com- 
peting banks in these three years are the result of the elimination of the less 
liquid banks through failure, whereas the Group banks absorbed all of their own 
losses with no bank being permitted to close. It is interesting to note that the 
degree of liquidity among Group banks with no local rivals was remarkably 
steady, even during the worst depression years, and averaged from ten to fifteen 
per cent less than the other Hamilton banks since 1932. Total reserves for the 
latter ranged from a low of forty per cent of deposits in 1929 to a high of eighty- 
three per cent in 1940, while the competing firms ran from a low of thirty-five 
per cent in 1929 to a high of eighty-two per cent in 1934. The Hamilton Na- 
tional Bank of Knoxville maintained almost one hundred per cent liquidity from 
1934 through 1940 with total reserves varying from 90.5 per cent to 104.2 per 
cent. This was said to have been largely the result of a phenomenal growth in 
deposits and the difficulty of finding sound local uses for the money at so rapid 
a rate. 

The safety of depositors’ funds is dependent not only upon the immediate 
liquidity of part of a bank’s assets, but also upon the fundamental margin of 
safety provided by the bank’s capital, surplus, and undivided profits. Hence, 
these capital funds should be compared with total deposits and with the amount 
of slow assets. Similarly, the proportion of total resources tied up in semi- 
frozen ‘other assets” should be indicated. The relationship between total 
deposits and total capital, surplus, and undivided profits is customarily indicated 
by expressing the former as a multiple of the latter. The federal regulatory 
authorities discourage bankers from letting deposits greatly exceed ten times 
their total invested capital. An increased deposit multiple may mean either 
larger total deposits or smaller capital or both. Capital may shrink through 
the reduction of stated capital or by absorption of losses in the surplus and 
undivided profits accounts. 

The Hamilton Group maintained a slightly greater margin of safety between 
capital funds and deposits from 1926 through 1931 and a somewhat smaller 
margin from 1932 through 1940 than did the rival banks. The shift in relative 
position was due, first, to the rapid growth in Hamilton deposits as contrasted 
to the major decline followed by only slow growth in deposits of the competing 
firms and, second, to the reduction in capital funds of the latter group from 
$9,389,000 in 1932 to $3,886,000 in 1933. Such equities in the Preston banks 
dropped only $1,270,000 in 1932 and $300,000 in 1933. Hence, the lesser margin 
of safety provided depositors by the Hamilton Group since 1932 was the result 
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of uninterrupted solvency involving the internal absorption of losses on-the one 
hand and of a vigorous growth in deposits every year, even during the panic 
period, on the other. 

In spite of steady additions to capital, surplus, and undivided profits, the 
Preston management was unable to keep pace with rapidly mounting deposits. 
In Chattanooga total deposits rose from $19,000,000 in 1931 to $51,000,000 in 
1940, and in Knoxville from $5,000,000 to $30,000,000 for the same years. By 
1934 the ratio of deposits to capital reached 11 for the Chattanooga bank and 
17.3 for the bank in Knoxville. This necessitated the sale of $1,500,000 pre- 
ferred stock to the government, $1,000,000 in Chattanooga and $500,000 in 
Knoxville, to hold the proper relationships between deposits and capital. Earn- 
ings were steadily applied to retiring this extra stock and to building surplus so 
that by the end of 1941 there remained only $250,000 preferred stock in Chat- 
tanooga and $350,000 in Knoxville. It might be added here, parenthetically, 
that the undercapitalization of the Hamilton National Bank of Knoxville was 
a good reason for the maintenance of the one hundred per cent liquidity referred 
to above. 

Another factor to be considered when appraising margins of safety is the 
volume of so-called ‘other assets.”” This item in a bank’s balance sheet repre- 
sents the value attached to such things as the banking house, furniture and 
fixtures, real estate, and other miscellaneous possessions. Most of these are 
difficult to dispose of in case of liquidation and, hence, constitute semi-frozen 
assets. Many are acquired over a period of time as the result of foreclosures 
on the security of overdue notes. It is obvious that a bank should keep such 
investment within reasonable limits, for otherwise too great a proportion of 
capital and surplus is frozen and unavailable for protection of depositors. Two 
ratios, therefore, seem worthy of consideration: other assets as related to the 
capital accounts and other assets to total assets. 

Prior to 1929 the Preston banks had a very small proportion of stockholders’ 
equities invested in other assets, the percentage varying from ten to fourteen 
per cent. This compares with eleven to thirty per cent for their competitors. 
In 1929 the percentages jumped upward, the Hamilton. to 47.5 per cent and the 
competing banks to 66.7 per cent. This was primarily the result of develop- 
ments within the largest bank of each group. The Hamilton National of 
Chattanooga absorbed the Hamilton Trust and Savings Bank with its two 
branch offices, and the rival First National of Chattanooga constructed a large 
new office building with banking quarters on the ground floor. During the 
years 1929 through 1932, the Hamilton Group percentage averaged some better 
than that of its competitors, but in 1933 the percentage of the latter dropped 
fourteen per cent because of the failure and elimination of the First National of 
Chattanooga and other banks. The Hamilton’s proportion rose each year after 
1930 to a high of 59.8 per cent in 1934 but declined thereafter to 37.9 per cent 
in 1940. The rival banks’ percentage averaged thirty per cent from 1934 to 
1938 and was down to 24.9 per cent in 1940. 

The relatively unfavorable record of the Hamilton banks in respect to their 
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large volume of other assets since 1929 must be viewed in the light of the fact 
that not one of these banks was permitted to close its doors during the entire 
period and that all losses from defaulted or frozen loans were absorbed by the 
respective capital accounts. On the other hand, the weakest banks among the 
competitors failed and went out of existence. Eliminating the balance sheets of 
these banks from the consolidated figures tended to give the latter a much more 
favorable showing than would otherwise have been the case. Nevertheless, when 
the ratio of other assets to total assets is considered, the position of the Hamilton 
banks as compared with their competitors is quite satisfactory, since a consider- 
ably smaller proportion of total assets was so invested from 1926 through 1933 
and only a slightly greater percentage, less than one per cent, in subsequent 
years. 

It must be pointed out that any conclusions drawn from published figures for 
other assets are subject to considerable revision in the light of management 
policies. Some banks follow the practice of ruthlessly writing down the value 
of all real estate and other slow items, charging the difference to undivided 
profits. This frequently results in “hidden” reserves because the market value 
or amount realized on subsequent sale of the assets may be considerably higher. 
The effect of such charge-offs is to potentially increase future net earnings at the 
expense of current earnings and asset values. Since it is impossible in most 
cases to get data on charge-offs and recoveries, there is no way of definitely 
knowing whether a large volume of other assets represents an unfavorable factor 
or is actually a source of large hidden reserves through an ultra-conservative 
valuation of such resources. 


II 


As mentioned above, banks affiliated with the Hamilton National Asso- 
ciates have been derisively termed “‘cold-storage vaults” by some competitors and 
borrowers. Such references have applied most frequently to the Knoxville 
bank where C. M. Preston is said to require too much gilt-edged collateral before 
he will make aloan. He allegedly turns down many worthy borrowers, and thus 
hampers the expansion activities of the business community. A number of rival 
bankers were personally questioned as to their opinion on the matter, but they 
all dismissed such suggestions as untrue. William Rule, Vice-President of the 
Commercial Bank and Trust Company of Knoxville said, ““The Hamilton Bank 
has grown rapidly, and it looks as though Preston were sitting on acres of cash 
and not letting anyone have it. I’ve known Charley Preston for twenty-five 
years, and he’ll make a sound loan as quickly as anyone. As a matter of fact, 
he made a $25,000 loan that I turned down. Loaning is primarily an expression 
of personal judgment, and no two bankers see exactly alike.” T. R. Preston 
quotes Calvin Coolidge as saying that “‘when a bank refuses to extend credit 
which it thinks unwise, it often makes enemies. Sometimes, however, it is later 
forgiven. But when a bank makes a loan and loses money, it makes an enemy 
for life.’’® 

6 T. R. Preston, Fifty Years Ago (An address by the President of the Hamilton National 
Bank on the occasion of its Fiftieth Anniversary, Chattanooga, September 9, 1939), p. 7. 
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It should be pointed out that Knoxville had been the seat of serious and 
periodic bank failures for over half a century. The Prestons were invited to 
Knoxville by a group of men representing depositors of the defunct Holston- 
Union National Bank who wanted a sound local institution. Concerning the 
Prestons’ decision to accept, the Knozville Journal of February 21, 1931, said, 
“This heartening news, dispelling the gloom which has gripped the city for the 
past three months, was announced yesterday at the most significant gathering 
of businessmen and financiers held in the city since the World War. Several 
minutes before the time was announced for the meeting, bankers, manufacturers, 
attorneys, heads of corporations and civic and business leaders had filled the 
four hundred chairs in the main dining room of the Andrew Johnson Hotel, had 
taken all available standing space and many had been turned away, unable to 
gain admission. When T. R. Preston was presented the spirit of cooperation 
and good will dominating the meeting was manifest in a thunderous applause 
of welcome. His announcement that his group in Chattanooga would subscribe 
to half the 5000 shares of stock in the bank was greeted with another burst of 
applause... Mr. T. R. Preston said: “The management of the bank is the im- 
portant thing . . . we hope to make this an ultra-conservative bank.’ ” 

The Knozville Journal of the same day spoke editorially: “The people of 
Knoxville will be under everlasting obligations to the committee that has so 
successfully worked out the preliminaries for organization of the new bank. The 
names of these men should never be omitted from a Knoxville role of honor.” 

An unquestionably sound institution in Knoxville was an absolute necessity: 
the people demanded it, the Prestons promised it, and the Hamilton National 
Bank was offered to fulfill these expectations. 

The new bank serenely rode the deepening depression. A slow run paralyzed 
the city’s oldest and largest institution, the East Tennessee National Bank, by 
the withdrawal of nearly ten million dollars during 1932 and resulted in the 
closing of this sixty-year-old firm on January 20, 1933. In contrast, the deposits 
of the Hamilton climbed steadily, rising from $5,472,000. in 1931 to $8,826,000 
during 1932 and $13,247,000 in 1933. 

An editorial in the Chattanooga Times, commenting on the fiftieth anniversary 
celebration of the Hamilton National Bank of Chattanooga, read in part: 
“Sometimes Mr. Preston and his bank have been accused of not being as free 
with loans to business and individuals as they should have been; but the records 
of the years . . . show that the bank has done its share of promoting business and 
industrial progress and done it well. Evidently the lending policies must have 
been wisely directed to accomplish the maximum of assistance possible with 
safety for those who had entrusted their money to the bank.’’’ Certain it is 
that the Preston banking career has never been blighted by a failure nor by the 
curse of individuals, businesses, and communities ruined thereby. 

Statistical evidence of loan policy is available in the ratio of loans and dis- 
counts to deposits. In Knoxville, the Hamilton National loaned out forty-nine 
per cent of its deposits during the first year of operations in 1931, but the per- 
centage rapidly dropped each year to a low of 11.8 in 1935 and has since risen 


7 Chattanooga Times, September 11, 1939. 
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to only 15.4 at the end of 1940. The Park National, the chief local competitor, 
had a proportion of loans to deposits at the close of its first year in 1934 of 26.8 
per cent and had increased the amount to 39.5 per cent by 1940. The Hamilton 
National of Chattanooga followed a relatively generous loan policy from 1926 
down to 1937. From that year on, its proportion of loans to deposits averaged 
about twenty-six per cent, which was from six to ten per cent less than that of 
the American Trust. 

Considering the Hamilton Group as a whole, it is noteworthy that those banks 
which faced competition had a lower Joan ratio than their combined rivals every 
year except in 1929 and again in 1933. The remaining Hamilton banks gen- 
erally showed even lower percentages until 1933 when their loans were not so 
severely contracted as the other Hamilton and competitor banks, and from that 
year through 1940 their proportion of loans averaged about thirteen per cent 
higher than the other Group banks and six per cent above the latter’s com- 
petitors. 

The relatively conservative nature of the Preston management is thus borne 
out by the balance sheet ratios. Their loan policy appeared to be most strict 
in the largest cities of the area, especially Knoxville, but showed signs of being 
reasonably liberal in towns where competition was lacking. In the presence of 
keen competitors, the best loans must be shared, and the number obtainable by 
any one bank may not be sufficient to meet the desires of even a cautious man- 
agement. Loans are the major source of a bank’s income, and even the most 
conservative banker has expenses to meet and stockholders to satisfy. Hence, 
a low loan ratio is not necessarily sought by any banker; it is preferred only to 
losses which might result from too liberal lending and which might quickly 
absorb much, if not all, of the bank’s income. 

Another critical attitude toward the Hamilton National Bank of Knoxville, 
and presumably toward other banks in the Group, embraces a suspicion that 
local funds have been siphoned off to Chattanooga for loan purposes there. This 
represents the feeling among many people toward all branch or group systems 
that local communities are discriminated against in the matter of loans and that 
they provide deposits for the upbuilding of the head-office city instead of for 
their own development. As a matter of fact, this would be a very short-sighted 
and unprofitable policy for any multiple-bank system to follow because the 
investment in banking offices can be justified only if the areas served avoid 
retrogression. If a city grows and prospers, banking opportunities improve; 
if a town hits the doldrums, local banks will sooner or later reflect such depression. 
The Hamilton National Associates, Inc., hopes to profit from stock ownership 
in all affiliated banks rather than in just one. Only so can maximum returns 
be realized. 

It must be borne in mind, of course, that sound banking practices dictate 
proper diversification of risk through the placing of a certain proportion of funds 
in other than local areas. No bank can be considered soundly managed whose 
investments, except for legal reserves, are all local. Any temporary disturbance 
in the community such as a factory shut-down, strike, flood, fire or tornado might 
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easily cause a collapse of the bank. A locality always suffers far more from a 
bank failure than from a temporary stringency of credit accommodations. 

It is good banking, also, to seek out the safest and highest-yielding investments 
wherever they may be found. The competition of bankers, insurance com- 
panies, and other loaning groups tends to standardize interest rates and stabilize 
available credit. No opportunity in any community will be long overlooked. 
The chief problem of banking is to locate sound investment outlets. If found, 
deposits will take care of themselves and expand automatically. Hence, the 
fundamental objective of branch or group banking is not to gather up deposits 
but rather to spread out loans of every legitimate type, both small and large. 

Factual evidence as to the distribution of assets among local and non-local 
uses is to be found in an analysis of the “‘cash and due from banks” item in a 
bank’s balance sheet as well as in the size of various investment accounts. A 
breakdown of the published totals of ‘cash, exchange, and due from banks” 
into the component parts, first, of cash and items in process of collection and, 
second, of funds on deposit with other banks indicates that the percentages held 
locally in cash and those placed on deposit elsewhere averaged just about the 
same for all banks of the area whether in the Hamilton Group or out of it. 

An investigation of the actual placing of the $11,000,000 which the Hamilton 
National Bank at Knoxville had on deposit with other banks at the close of 
1939 brought out the fact that this sum was distributed among sixteen institu- 
tions as follows: $2,500,000 with the Federal Reserve Bank of Atlanta for legal 
reserve purposes, $3,000,000 at the National City Bank of New York for corre- 
spondent services, $1,000,000 each with the Continental-Illinois of Chicago and 
the Hamilton National of Chattanooga, and $3,500,000 in various amounts to 
the remaining twelve correspondent banks. On the other hand, the Knoxville 
Hamilton acted as depository for $5,000,000 of funds belonging to thirty-five 
banks in Tennessee and thirty-one banks in other states. After allowing for 
legal reserves, therefore, the net amount of Knoxville funds on deposit elsewhere 
was only $3,500,000. Much of this is essential if necessary services are to be 
obtained for local customers of the bank through correspondent connections in 
New York, Chicago, St. Louis, Memphis, Cincinnati, Pittsburgh, Philadelphia, 
Washington and other centers. 

The $1,000,000 carried with the Hamilton National in Chattanooga was par- 
tially offset by a reciprocal $300,000 deposit in Knoxville. The difference of 
$700,000 is insignificant in the face of total deposits in the Knoxville Hamilton 
of $26,000,000 and is no more than normally would be expected in return for 
correspondent services of the nature provided. Since the Chattanooga bank 
had a very high percentage of cash and bonds and a relatively low proportion of 
loans to deposits, there was no need of funds from other Group banks for it was 
obviously having difficulty placing its own deposits to greatest advantage. 

Other questions which bear upon the policies of the Hamilton Associates 
concern the type of communities chosen to be served, the competitive relation- 
ships with other banks, and the merits of strictly local control as against close 
ties with larger financial centers. 
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In general, the Preston interests tried to acquire banks where they thought 
the areas served had the best opportunities for future growth and development. 
Held in view were agricultural and mineral resources, manufacturing, and the 
future tapping of the vast hydro-electric power potentialities of the Tennessee 
River system which has become a reality under the Tennessee Valley Authority. 
It was felt that this area is destined to become one of the world’s great industrial 
centers. They sought banks not only in the larger population centers but ex- 
tended their interest to the small communities as well. In fact, all but three 
of the cities where they located were of less than 10,000 inhabitants, and one had 
only 550. 

With respect to relationships between Hamilton banks and their competitors, 
it appears that a normal and healthy condition existed in most towns. Com- 
petition naturally breeds rivalry which is more keen in some locations than 
others. The general response to inquiries made of rival bankers was, “The 
Hamilton people are good competitors; they are fine to work with.” The 
President of one bank said he thought the Hamilton affiliate in his community 
was a little easier to compete with since it joined the Preston Group because of 
its somewhat more conservative management and because there was a certain 
amount of local resentment against outside control.’ 

The matter of outside control raises some interesting problems. In small 
or closely-knit communities there is likely to be an inbred provincial attitude 
toward the outside world and a deep-seated suspicion of strangers. In larger 
towns there is often a strong element of local pride to reckon with. As a result, 
a bank controlled in whole or in part by outside interests may be handicapped to 
a certain extent in attempting to obtain local business. Some Hamilton banks 
appear to have overcome much of this resistance by personnel with superior 
personality and intelligence, by more energetic methods, and by broader and 
better service. In localities where a Group member is the only bank, prejudices 
have been pretty well broken down with high standards of service. 

From the standpoint of directors and officers of banks joining the Hamilton 
Group, the outside interest seems to have been welcomed. Many of these men 
were interviewed, and they uniformly appreciated the added strength, prestige, 
and assistance brought by the Hamilton National Associates. Since it is the 
Preston policy not to interfere with local management except to encourage sound 
banking practices, their association has been held in high regard.® The President 
of one bank said that he used the Associates’ advice almost daily on matters 
concerning his bond account, loans, and operating details. Other presidents 


8 In a survey of branch, group, and chain banking made by the Federal Reserve during 
1930 and 1931, several independent bankers testified that they had been enabled to deny 
unsound loan applications which they would have had to grant if a group had not been the 
competitor. See Federal Reserve Committee on Branch, Group and Chain Banking, 
Volume V, Banking Groups and Chains, p. 128. The committee was appointed February 26, 
1930 by the Federal Reserve Board; eleven volumes of reports were submitted but were not 
adopted by the Board as an expression of its views and, hence, were not published. 

® The only serious deficiency of the Preston management which came to light was that of 
too much leniency toward the officials inherited with affiliating banks and failure to remove 
certain of them. 
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expressed complete satisfaction, mentioning such factors as the usefulness of the 
periodic examinations by the Associates’ auditor, the free advice, lack of inter- 
ference, economies in purchasing, benefits of wider experience, complete security, 
and greater public confidence because of Hamilton banking reputation. 


III 


The immediate interest of shareholders in any bank considering affiliation 
with a group system concerns the three questions of how safety will be affected, 
what the marketability of the stock will be, and whether or not earnings and 
dividends are likely to be more favorable. Underlying all these questions is 
the fundamental factor of bank solvency. When a bank fails and has to be 
liquidated, the stockholders generally lose their entire investment because bank 
assets are worth far less under forced sale than when utilized by the firm as a 
going concern, and their capital had already become impaired through heavy 
losses or the bank would not have been closed. Furthermore, prior to July 1, 
1937, each holder of national bank shares could legally be called upon to pay an 
additional sum equal to the par value of the stock he owned if necessary to pay 
off creditors of his bank.!° 

The record of bank failures in East Tennessee is typical of the period. The 
number of banks dropped from 157 at the end of 1925 to 91 at the close of 1933 
and to 89 by 1940. A net drop of eight in this decline of 68 is accounted for by 
33 mergers and 25 newly chartered banks. The remaining 60 banks closed their 
doors in bankruptcy, tying up capital stock of $7,552,000 and deposits of $58,- 
109,060." Double liability has never attached to state bank stocks in Tennessee, 
but $6,135,000 of this capital stock was in national banks; hence, the persons 
owning it were liable for an additional equal sum. 

During the whole period from 1925 to 1940 no Hamilton Group bank was al- 
lowed to fail. As a matter of fact, during a long career dating from 1889, no 
T. R. Preston bank has ever failed. In towns where his banks were located, 
there occurred six closings of rival banks since 1929, and he saved seven others 
by merging them with his own local organizations. Serious difficulties were sur- 
mounted when the First National of Chattanooga and the East Tennessee 
National of Knoxville, two of the oldest and largest banks in the state, went 
under early in 1933. In a few Hamilton Group banks, the stockholders had to 
accept a cut in the par value of their shares, and in two cases an amount of new 
money had to be paid in. These sacrifices, however, were relatively small and 
are being gradually redeemed. 


10 Except in the case of banks organized after the date of enactment (June 16) of the 
Banking Act of 1933. The double liability of stockholders in banks organized before June 
16, 1933 was eliminated by the August 23, 1935 amendments to that act, with the effective 
date set as July 1, 1937. See Board of Governors of the Federal Reserve System, The 
Federal Reserve Act as Amended to October 1, 1935 (United States Government Printing Office, 
Washington, 1935), pp. 129, 160. 

11 Data on bank closings, mergers, and new charters compiled from the Annual Report of 
the Comptroller of the Currency (United States Government Printing Office, Washington, 
1926-1941), and the Annual Report of the Superintendent of Banks for the State of Tennessee 
(State Printing Office, Nashville, 1926-1941). 





116 ROBERT E. RAPP 


Among the balance-sheet facts which are of importance to shareholders is the 
ratio of the combined capital accounts to total assets. This indicates the pro- 
portion of all resources provided by the stockholders and represents, first, a 
margin of safety against possible shrinkage of asset values, and second, the 
investment to which will accrue the net earnings. That the Hamilton banks 
were in an advantageous position to withstand the depression is evidenced by the 
fact that they were found to have a greater percentage of capital, surplus, and 
undivided profits than the competing institutions every year from 1926 through 
1931. However, from 15.7 per cent in the latter year, the Group ratio dropped 
steadily to 8.4 per cent in 1934 as compared with a decline from 14.0 to 12.9 
per cent among rival firms. The relatively smaller proportion of Hamilton 
capital persisting from 1932 through 1940 is due to the rapid growth of deposits, 
the reduction of capital in five associated banks to offset depression losses, and 
the elimination of several large competitors through absorption or failure. 

The earnings record of a bank is perhaps the point of greatest interest to stock- 
holders. A good start for an analysis is the consideration of the rate of earnings 
realized upon total resources. Estimates based upon dividend records and suc- 
cessive balance sheets reveal better earnings for Hamilton than for competing 
banks during the period 1926 through 1933 despite the conservative Preston 
management.” In 1934, 1935, 1938 and 1940 the non-Hamilton banks realized 
the larger return. For the entire fifteen-year period the Group banks averaged 
.63 per cent and the rival banks .58 per cent. 

Although the rate of earnings on total assets is a good test of managerial 
capacity, the per cent realized on common stock, surplus, and undivided profits 
is of more direct concern to stockholders. Earnings on such owner capital were 
higher in Preston banks than in their competitors for nine of the fifteen years 
studied. Deficits were smaller and were incurred in only two years, 1932 and 
1933, as against three years, 1931-1933, for the rival firms. The fifteen-year 
average was 6.70 per cent for Hamilton and 5.98 per cent for the competitor 
banks. 

An interesting illustration of the effect of the ratio of capital to total assets 
on the net return to stockholders is afforded by a comparison of the records 
of the two largest Chattanooga banks. The American Trust equalled or bettered 
the earnings of the Hamilton National on total resources in eleven out of the fif- 
teen years, whereas the Hamilton outstripped the American in eight years of the 
period when these earnings were applied to the capital accounts alone. Further- 
more, Hamilton stockholders enjoyed an average return of 6.9 per cent as 
against one of 6.0 per cent for those of the American Trust. 

An even more startling example of this principle is that of the Hamilton Na- 


12 It proved impossible to get earnings figures directly from the various banks due to 
official fear of comment resulting from such disclosures. Earnings were approximated by 
comparing successive annual statements for each bank; since net income or net loss must be 
transferred periodically to the balance sheet accounts of capital, surplus, and undivided 
profits, the net change in such accounts added to the amount paid out in cash dividends, if 
any, should equal net earnings for the period. Results so obtained do not reflect current 
policies as to special reserves, charge-offs, or recoveries, but over a period of time the effects 
inevitably show up in the balance sheet through realized recoveries or losses. 
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tional Bank in Knoxville. Since opening in April of 1931 this Preston institution 
earned an average of about one per cent on its total assets, nothing unusual, but 
converted this into a return of 15.3 per cent on owner capital! In only ten 
years, stock which originally sold at $125 per share had a book value of $469.40 
and had received $47.50 in cash dividends. Stockholders of the suspended 
Holston-Union who subscribed to shares in the New Hamilton bank have re- 
couped their loss including the $100 double liability assessment and are $63 per 
share ahead on the basis of a $229 average book value for Holston stock during 
the five years preceding its failure. 

A bank’s net earnings are seldom all paid out to stockholders in cash dividends. 
Good management dictates the retention of sufficient funds to build a protective 
surplus and to keep pace with ordinary growth. Here again the Hamilton 
Group makes a more conservative showing than its competitors. During the 
years of reasonably normal conditions prior to 1930 and since 1935, when such 
comparisons are not distorted, it declared a smaller proportion of earnings as 
dividends than other banks by about fifteen per cent. In recent years the 
Group has paid out about twenty-five per cent of earnings and the rival banks 
about forty per cent. This policy is reflected in sizeable and ever-growing sur- 
pluses among the Hamilton banks. 

One final question which a stockholder contemplating the affiliation of his 
bank with a group might ask concerns the effect thereof on the marketability 
of his shares. Since most bank stocks are not listed on any exchange, sales 
must be negotiated privately or through some investment dealer. Although 
there is no way of measuring the marketability of inactive, unlisted securities, 
it would seem that shares in banks associated with a group must hold the atten- 
tion not only of the holding company officials, but also of many other bankers, 
financiers, and businessmen. The fact that the parent organization buys and 
holds large blocks of members’ stock decreases the floating supply of shares and 
increases public confidence in such banks. 

As a practical matter, there are always willing buyers for bank stocks that 
have proved profitable through mounting book values and cash dividends. On 
a comparative basis, the shareholders in Hamilton banks were far better off than 
if they had invested with their competitors, for only eleven of the seventeen 
competing banks existing in 1930 were still open in 1940. Since there were an 
equal number of Hamilton and competitor banks doing business in 1930, a direct 
contrast of results is possible. Book values of seven Hamilton affiliates were 
higher in 1940 than in 1930, three were approximately the same, three had de- 
clined less than thirty dollars each, and four were down fifty dollars or more. 
In the rival group six book values were up in 1940 over 1930, three were down 
by less than thirty dollars, two were off fifty dollars or more, one bank had 
voluntarily liquidated, and five had failed. 

If a stockholder in one of the Group banks had traded his shares for those of 
the Hamilton National Associates on the basis of offerings made at the time of 
affiliation, in most cases he would have fared better than if he had retained them. 
For example, an estimate involving one hundred shares of the Hamilton National 
in Chattanooga showed that a trade for Associates stock would have netted an 
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advantage in book value of over $4000 by the end of 1939, but would have re- 
sulted in approximately an even exchange on the basis of market bid prices for 
each of the two stocks. The earnings and book value record of most Group 
banks has not been as good as that in Chattanooga. 


IV 


The result of analyzing the operations of the Hamilton Group of banks 
is the establishment of statistical proof for the superiority of group over 
unit banking as practiced in East Tenessee. Centralized control was coopera- 
tive, and member banks received many advisory and service benefits. Certain 
savings in operating costs were effected. Greater opportunities were placed 
within reach of the personnel. The safety of depositors’ funds in Group banks 
stood in contrast to heavy losses in other banks of the area. Liquid reserves were 
maintained in greater proportion to deposits. With but one exception, there 
were no major losses to stockholders, and even in that one case many share- 
holders escaped through previously exchanging their stock for that of the 
holding company. Dividend policies were more satisfactory than those of rival 
banks, both from the standpoint of building adequate surpluses and of regularity 
in cash disbursements. 

Although the Preston management was consistently conservative, no evidence 
of failure to accept sound loan applications or of discrimination by affiliated 
banks against local communities was discovered. As a matter of fact, many 
local needs were met through the cooperation of Group banks that otherwise 
could not have been handled. Sound banking was carried into several very 
small towns which might well have had very poor service or none at all. Of the 
seventy-eight eastern Tennessee banks outside the Hamilton Group only three- 
fourths had savings departments or safe deposit vaults, less than half were able 
to offer trust service, and only one-fifth made even a pretense of providing bond 
or security analysis. It is probable that not over five banks in the whole area 
have any employee who could qualify as a bond expert. 

The extent to which the success of the Hamilton National Associates is due 
to good management rather than to the group form of organization is difficult 
to appraise. It is true that in so far as most balance-sheet ratios are concerned, 
a unit bank may make just as good a showing as a multiple-bank system if 
business and financial conditions are normal. Hence, the Prestons must be 
given full credit for the superior showing of the Group in these respects. The 
real test of banking institutions, however, comes when times are abnormal. 
Then it is that size, diversification, flexibility, and cooperative action are vital 
factors. A well-managed big bank is stronger than an equally well-run small 
bank, and two or more large banks present greater strength when acting co- 
operatively rather than each for itself. 

The advantages of group banking extend beyond the ability to weather finan- 
cial storms, as has been discovered at various points in this study." In addition 
to forestalling runs, threatened runs, and failures by transfers of cash as in the 
case of Lenoir City, Loudon, and Johnson City, the Hamilton Group has assisted 


13 See also Part I of this study, op. cit. 
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its member banks in securing a better diversification of loans and investments. 
Larger loans to big business units have been possible, and several examples of 
such credit extensions were cited. Costs of operation have been reduced, but 
additional services have been rendered to depositors and borrowers. 

Proof of the weakness of a banking system composed of small, independent, 
single-unit banks is provided by an analysis of 9000 failures in the United States 
between 1921 and 1931. Nearly forty per cent of the suspended banks had total 
assets of less than $150,000 and eighty per cent less than $500,000. The number 
of failures was fifty-four per hundred among banks of smallest size, but the pro- 
portion of closings was progressively less as size increased. Seventy-five per 
cent of suspensions were in towns of under 2,500 population. Eighty-five per 
cent were state-chartered banks." 

In contrast, the record of branch banking during 1921-1932 shows that 80% 
of the 179 suspensions were of banks with no more than two branches each, 
that only eight banks had more than ten branches each, and that only three of 
these eight banks were operating branches outside the city of the head office.* 

Specific weaknesses and inadequacies of small community banks in the state 
of Tennessee were forcefully emphasized by the 1938 survey made by the Bureau 
of Business Research of the University of Tennessee. Most distressing was the 
revelation of a complete lack of understanding, especially among state bankers, 
of the deep economic significance of banking and of the broad social responsi- 
bility of bank officials. On the subject of means for preventing future bank 
failures, it was reported that only one out of over a hundred bankers mentioned 
“any measure which would indicate that the bankers saw their individual banks 
as a part of a banking system vitally affecting the welfare of the entire economic 
system of the country.’”"* Banking is regarded as a purely individualistic 
enterprise by entirely too many of those who are privileged by law to make 
profits by extending credit based on a fractional reserve of other people’s money. 

Medium and small-sized towns cannot be provided with complete banking 
service nor can modern industry be financed locally without some form of 
multiple-unit banking. Advantageous though group banking has proved in 
East Tennessee, branch banks would have been even more effective with their 
greater possibilities for diversification of risk, flexibility, broader service, and 
more economical operation. Thirty-five states had legalized branch banking in 
some form by the end of 1936. Eighteen states permit state-wide organizations, 
others allow trade-area, county, or city systems.'7 Greater economic and social 
development in the State of Tennessee awaits adequate banking facilities. It is 
difficult to see how the full potentialities of the area for our national defense and 
war efforts can be realized without a rational coordination and mobilization of 
local banking resources. 


144 Federal Reserve Committee on Branch, Group and Chain Banking, Volume VII, 
Bank Suspension in the United States, 1892-1931, pp. 128-129. 

15 Federal Reserve Committee on Branch, Group and Chain Banking, Volume XI, 
Summary of Reports, p. 59. 

16 Ross, op. cit., p. 41. 

17 Roy B. Westerfield, Historical Survey of Branch Banking in the United States (American 
Economists Council for the Study of Branch Banking, New York, 1939), p. 28. . 
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1933 | 6,444] 8,060 | 8,368 | 1,386 | 24,257 | 2,963 | 1,322 | 18,451 | 117* 46 
| 1932 | 36,458 | 11,499 | 8,782 | 5,174] 61,916 | 5,923 | 3,466 | 34,930 | 307* 67 
1931 | 39,888 | 11,556 | 9,269 | 4,852 | 65,534 | 5,033 | 4,171 | 47,129 14* | 488 
1930 | 50,164 | 11,119 | 14,507 | 5,456 | 81,251 | 5,490 | 5,079 | 61,926 | 678 650 
1929 | 66,096 | 10,195 | 18,440 | 9,275 | 103,344 | 7,497 | 6,400 | 80,504 | 902 868 
1928 | 70,253 | 13,113 | 18,917 | 3,850 | 106,027 | 7,007 | 5,908 | 74,075 | 598 735 
1927 | 67,843 | 12,247 | 18,053 | 3,522 | 101,652 | 7,217 | 5,919 | 72,665 |1,198 790 
1926 | 66,458 | 11,611 | 16,987 | 2,728 | 97,802 | 7,242 | 5,512 | 67,787 | 803 757 






































* Red figures. 








THE FREIGHT-RATE STRUCTURE AND THE DISTRIBUTION OF 
DEFENSE CONTRACTS 


FRANK L, BARTON 


Tennessee Valley Authority 


When the decision was written by Commissioner Joseph B. Eastman of the 
Interstate Commerce Commission in the Southern Class Rate Investigation in 
1925, a freight-rate structure was crystallized in the South that had been de- 
veloping over several decades—decades in which raw material production was 
predominant in the southern economy. As most of the traffic produced in the 
South consisted of raw materials and semifinished products, favorable rates on 
these commodities moved a large part of the traffic. The South in the 1920’s, 
as now, had a relatively small proportion of the nation’s total manufacturing, 
the states in Southern Territory producing at that time about 7 per cent of the 
total national value of manufactures. Relatively the picture has not changed 
appreciably, because at the present time the value of manufactures in Southern 
Territory is only about 8 per cent of the national total. 

The railroad freight traffic of the South being what it was, naturally the 
traffic burden was distributed to favor the existing movements of heavy-loading 
commodities and to exact comparatively high rates from finished products, the 
production of which was relatively small. Apparently the Commission intended 
to perpetuate the characteristics of the existing rate structure, because the 
statement was made that every reasonable effort should be made to simplify the 
existing rate structure; revision upward or downward of any large group of rates 
was apparently not contemplated. The simplification consisted mainly of re- 
moving the basing point system of rate making and the elimination of many of 
the “outer” class and commodity rates. 

The freight-rate structure of the South exists today in the same basic pattern 
in which it was set by the Commission’s decision in 1925. Rates on such traffic 
as coal, ores, forest products, cotton, pig iron, and phosphate rock are generally 
low when compared with the class-rate level. The higher the degree to which 
goods are processed, however, the higher is the freight-rate level in comparison 
with that applicable within the Eastern, or Official Territory, the freight-rate 
territory with the lowest level of freight rates on finished products in the United 
States. 

There has been considerable discussion about just how much difference exists 
between the Southern Territory and Official Territory levels of rates on manu- 
factured goods. While the record should not be burdened unduly with examples 
of rate differences, the following first-class rates should tend to emphasize the 
difference between Southern Territory and Official Territory rates on manu- 
factured articles: 

From Atlanta to Louisville the distance is 449 miles, the first-class rate per 

100 pounds is $1.66. 
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From New York City to Louisville the distance is 852 miles, the first-class 
rate per 100 pounds is $1.64. 

Although the transportation service performed in moving goods from New 
York to Louisville is almost twice as great as from Atlanta, the rate is two 
cents per 100 pounds less. 

The comparison is significant because there is a general tendency for the rates 
on traffic of higher value to be related by a fixed percentage to the first-class 
rate scale in each of the freight-rate territories. The first-class rate is the “key” 
to many other rates. 

Because of the situation typified by the foregoing comparison, the complaint 
has often been made in the South that a manufacturer located in Southern 
Territory is at a substantial disadvantage, under the present freight-rate struc- 
ture in reaching the rich markets of Official Territory east of the Mississippi and 
north of the Ohio when compared with the Official Territory producer equi- 
distant from the same markets. The classic answer given is that the southern 
railroads will grant rates lower than the existing class rates, known as com- 
modity rates, for actual movements of goods. The southern railroads have 
published such lower rates in some instances for goods moving entirely over 
their own rail lines, but as their rails do not, with few exceptions, extend north 
of the Ohio River into Official Territory, the Official carriers have control over 
the rates established from the South to the North. The eastern railroads have 
reiterated the policy that they will not join in rates low enough to allow manu- 
factured products from other territories to enter Official Territory on a level 
equal to that prevailing within Official Territory. 

One example will show the power which Official carriers wield in maintaining 
their control over northbound rates. In a case involving a product moving 
from the South to the North there was disagreement between the northern and 
southern carriers over the division of the freight revenues—that is, the amount 
each should receive for service rendered in hauling the freight. By virtue of 
their position as delivering carriers that collected the revenue, the northern lines 
simply withheld what they thought should be their share. The amount withheld 
added up to about one and one-quarter millions of dollars in the course of three 
years.! Since the Official carriers had possession of the money, there was little 
the southern roads could do. While no brief is held for the southern railroads, 
the facts show them to be at a disadvantage when dealing with the Official 
Territory rail lines. 

In the final analysis the southern producer or potential producer, with a few 
exceptions (and those granted mostly in the Southern Governors Case?) knows 
that if his manufactured goods enter the Northeast they will do so under a sub- 
stantial freight-rate handicap. 

Explanation of the control exercised by Official carriers over northbound 
interterritorial rates often calls forth the rejoinder ‘‘appeal to the Interstate 
Commerce Commission.” Cases before the ICC involve a substantial outlay 


1194 ICC 729, 734 (1933). 
2 235 ICC 255 (1939). 
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in fees for counsel and often considerable delay—putting such a possible remedy 
beyond the reach of most small industries. Even large industries, with enough 
resources to appeal to the Commission usually prefer not to incur the expense or 
depend on the uncertainty of obtaining from the Commission a rate for a southern 
plant comparable with the Official rate; so they locate outside the South. It is 
much more attractive to locate in Eastern Territory which has, besides lower 
rates, the added advantages of such things as proximity to heavily-populated 
areas with relatively high income, and labor trained in the various technical 
skills. 

While representatives of the southern railroads have been reluctant to do so 
publicly, it has been admitted that the control exercised over interterritorial rates 
from the South to the North is injurious to the South. Testifying in a pro- 
ceeding before the Interstate Commerce Commission, Mr. E. R. Oliver, vice 
president in charge of traffic of the Southern Railway System, said that the 
Official carriers’ policy “is to build a rate wall at the Ohio and Potomac Rivers 
which will prevent or greatly curtail the movement of southern products into 
Official Territory.’ 

In the Southern Governors Case the Commission recognized that the Official 
carriers control rates, for the most part, into Official Territory. At this juncture 
it would be logical to inquire what basis has been used to justify higher rates on 
manufactured goods within the South and into the North than apply within the 
North. Generally it has been on the ground that “transportation conditions” 
are less favorable in the South than in Official Territory; consequently higher 
levels of rates on manufactured goods are necessary to maintain carrier revenues. 
Why this logic is not also applied to rates on raw materials in the South, where 
freight rates on raw materials are relatively low, is hard to rationalize, though 
rather easy to understand. 

Transportation conditions (whatever the term may mean) are significant only 
as they relate to the cost of rendering rail transportation service. A compre- 
hensive study of rail transportation costs in the various rate territories of the 
United States has recently been completed and presented in evidence at an Inter- 
state Commerce Commission hearing by Dr. Ford K. Edwards, chief of cost 
finding section of the Commission’s Bureau of Statistics.‘ The conclusions 
reached in the study were unscathed by rigid cross-examination by railroad at- 
torneys and others favoring the status quo in freight rates, as possibly most of 
those attending the hearing will agree. The figures are so damaging that the 
railroad attorneys asked for a year’s postponement to look for loopholes! It 
was not granted. 

The findings in the cost study generally boil down to this: the cost of rail 
transportation is lower in Southern Territory than in any of the other rate ter- 
ritories of the United States; compared with Official Territory the costs of ren- 
dering rail transportation service in Southwestern and Western Trunk-Line 

3 ICC Finance Docket 10294, Monon reorganization, transcript of testimony, p. 2124. 


4 Ford K. Edwards, Railroad Freight Service Costs in the Various Rate Territories, Wash- 
ington, May, 1941. 
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Territories are about the same or are only slightly higher. It appears as though 
Dr. Edwards had relegated the notion that transportation conditions are dis- 
tinctly less favorable in the South and West to the scrap heap of economic folk- 
lore. The examination of a typical comparison of freight rates on manufactured 
goods with the average cost of rendering the service in Official and Southern 
Territory indicates as much. The cost of rail service used here include all line 
haul and terminal costs, including rents and taxes; a proportional share of losses 
incurred by passenger and less-than-carload traffic, which are traditionally un- 
profitable; and a 4 per cent return on the railroad property. The only respect 
in which actual experience is not followed is in calculating the return at 4 per 
cent. Some railroads do, others do not, earn that amount. 

The cost to the railroad of moving a box car containing 25 tons of hand agri- 
cultural implements (which were chosen because no service is required that would 
raise the cost of transporting them above average cost) in Southern Territory 
for a distance of 400 miles is $96.5 The cost for a similar movement in Official 
is approximately $106.6 The freight charge paid by the shipper for the 400 mile- 
movement in Southern Territory is $310; while the Official Territory charge for a 
haul of similar length is $220. Thus, despite the $10 lower cost of rendering the 
service in Southern Territory, the Southern shipper pays $90 more, which is in 
excess of 40 per cent above that the Official Territory shipper pays. 

Although the difference between the cost of rendering the service and the 
rate charged is striking in Southern Territory, our neighbors in Southwestern 
Territory are laboring under even more startling differences between rail trans- 
portation costs and freight charges. Figuring costs to include the same factors 
as are given above, it is found: 

The cost to the railroad of moving the 25 tons of hand agricultural imple- 
ments in Southwestern Territory for 500 miles is slightly less than $120.’ 
The cost in Official Territory is more, $125.8 

Although the cost of rendering the service is $5 less in Southwestern than in 
Official Territory, the amount charged the shipper for the 500-mile haul in 
Southwestern Territory is $440, compared to $245 for Official Territory, 
or 79 per cent more! 

These comparisons are typical. Anyone wishing to examine Dr. Edwards’ 
cost figures side-by-side with the prevailing freight rates on manufactured goods 
will find that with slight differences these examples portray accurately the 
general situation. Of course it is obvious that each article of traffic cannot and 
should not be made to pay the exact transportation costs incurred in handling it, 
but the general level of rates should bear some reasonable relation to the cost 
of service. 

At this point it should be noted that the freight-rate structure alone should not 
be blamed for the present lack of industrial development in the South and the 


5 Ibid., Cost Level V (a), p. 61. 
6 Ibid., Cost Level V (a), p. 37. 
7 Ibid., Cost Level V (a), p. 73. 
8 Ibid., Cost Level V (a), p. 37. 
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West. While those residing in the South must shoulder part of the blame, it 
seems that the freight-rate structure is a manifestation of a fundamental situa- 
tion in the national economy—a part of the design in the national economic pat- 
tern. Here is an expression of the fundamental condition in the words of an 
economically literate lawyer, Thurman Arnold, Assistant Attorney General of the 
United States: 


The industrial East has been the Mother Country. The South and West have been 
the colonies. The colonies have furnished the Mother Country with raw material. The 
Mother Country has been exploiting the colonies by selling them manufactured necessi- 
ties at artificially controlled prices. . . . The industrial East has been the principal source 
of both capital and organization to develop the South and West. Under such conditions, 
it has been natural enough that the South and West have been developed in the way 
which would contribute the most to the domination of the industrial East. Wherever it 
has interfered with Eastern industrial domination, the competitive energy of the South 
and West has been stifled. Local independent capital in the South and West has been 
gradually disappearing. Local independent enterprise has been under a constant handi- 
Cap... 

How this all happened is a complicated process. Big business has treated the West 
and South primarily as a source of raw materials, not as a place to manufacture and sell 
finished products at competitive prices. This is the age-old principle of colonial empires. 
It is dictated by the necessity of keeping up dividends in the Mother Country against 
cheaper local competion in the colonies. The methods of maintaining control of indus- 
trial markets in the South and West are based on the power of tightly organized cartels 
to control supply, transportation and distribution in such a way as to put new competing 
enterprise in the colonies under a continuing handicap.’ 


With industrial development in the South (and again the West must be in- 
cluded) being starved by this policy, of which the freight-rate structure is a 
substantial part, the nation came face to face with the present national 
emergency. 

What was the industrial picture at that time? In 1939 about 72 per cent of 
the total value of manufactures in the country were produced in Official Terri- 
tory; Southern Territory produced 8 per cent; Southwestern, less than 5 per 
cent; Western Trunk-Line, 7 per cent; and Mountain Pacific, 8 per cent. 

In Southern Territory there was little or no production of air-craft and parts, 
ammunition, firearms, machine tool accessories, screw machine products, pumps 
and compressors, cranes and road machinery, extruded aluminum products, 
radios, photographic apparatus, plastics, optical goods, motor vehicles, electrical 
appliances, machinery, rubber tires, and machine tools—to name only some of 
the more obviously important items. 

All haste was necessary, and is necessary now, in the production of material 
for national defense. The result has naturally been to award contracts to exist- 
ing industrial plants, the major part of which are located in Official Territory. 
It cannot be said that the Southeast was intentionally slighted in the awarding 


®“*Monopoly and the South.’’ Address before the Southern Farm Bureau Training 
School, Hot Springs National Park, Arkansas, Aug. 22, 1941. 
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of national defense contracts. The heavy industrial capacity simply did not 
exist in the Southeast, thanks to the long-run policy described by Thurman 
Arnold, of which the freight-rate structure is a component part. Consequently 
most of the contracts went to Official Territory. 

Many of those connected with defense production are aware of the condition. 
Before a committee of Congress, Donald M. Nelson, at that time director of the 
division of purchases of the Office of Production Management, stated that “the 
distribution of Army and Navy orders has tended to follow rather than to deviate 
from the previously existing pattern of industrial activity.’® 

From Chart I, made from figures available from the Office of Production 
Management shown in Table I, it may be seen that about 55 per cent of all 
defense contracts awarded from June, 1940, through September, 1941, went to 
Official Territory; that Southern Territory got slightly over 7 per cent of the 
contracts; that only two states in Southern Territory received as much as 1 per 
cent; that New York (with 8.7 per cent) was given a greater share than either 
Southern Territory or Southwestern Territory; that New York and New Jersey 
received more awards that Southern and Southwestern Territories combined; 
that California is the only state exceeding the highest of the Eastern Territory 
states in amount of contracts received; and that North Dakota and South Dakota 
together received about one-hundredth of 1 per cent of the defense contracts! 
When it is considered that barracks, cantonments, and other nonmanufatucring 
items, of which the South received a great many, are included in these figures, 
it is obvious that Southern Territory is receiving substantially less than 7 per 
cent of the manufacturing contracts awarded. 

It is difficult to generalize at present on the effect of the freight-rate structure 
on those southern manufacturers who have received defense contracts. Some 
contracts are being awarded to others than the lowest bidder. As goods are 
being purchased on an emergency basis, price does not occupy the important 
place that it would under conditions more nearly normal. Neither the Army 
nor the Navy has a set policy for handling transportation charges; so it is found. 
Sometimes bids are called for f.o.b. plant, sometimes on a delivered basis. The 
Navy usually asks for bids on both f.o.b. plant basis and on a delivered basis. 
The very fact bids are taken implies that an attempt is being made to get the 
best price possible under the circumstances, which is in conformity with the 
law. To the extent that a southern producer shades his bid because of a freight- 
rate disadvantage, one of the factors of production in the South will have to suffer. 
Possibly wages will be lowered, or profits cut. 

If, however, the southern producer obtains a defense contract by a bid in 
which is incorporated all his freight charges, or if the government accepts delivery 
at the plant and pays the transportation charges on the goods on the southern 
level of rates, the burden of a high level of rates in the South is passed on to the 
taxpayer in the form of a larger bill for national defense. Although the Trans- 
portation Act of 1940 provided that most of the federal government’s traffic 


10 Donald M. Nelson, Statement before the Special House Committee Investigating 
National Defense Labor Migration, July 17, 1941. 





BARTON 


| 
2] 
Zz 
= 
=] 
ky 


IP6I toquieydeg ySno1y} OFET OUNL 
SUINOLIUUAT, ALVY LHOIGUY GNV SALVLG AM SGUVMY LOVULNOD ASNAAIG AO NOILAAIULSIC] "J LUVHO 





OOO'vES Ces'r2g SYWMY WLOL 


ae SGSVMVY d3NDISSYNN 
“62 SGUVMV LNINILNOD-430 


oot 


is 








ananueyg — 2203"HOD 
AMIUOMANY ARTIVA 29GGTNNTL 


:? 





S10Vd NIVLNQOW 


100 «rns sony 


100 wm ten 





1¥61 YIGW3ILdIS HONOYHL OFG INNT 


S3IWOLISSIL Jlvd LHOIZNA GNV S3LVIS AG SdUVMV 


LOVULNOD 3JSN3IIG AO NOWNGIULSIC 


%y Y 











——_— 


FREIGHT-RATE STRUCTURE AND DEFENSE CONTRACTS 





129 


shal] move on full commercial rates, Army and Navy supplies for military or 
naval use still move under land-grant rates, usually about 50 per cent of the going 
rates. The mileage of railroads built under land grants in Southern Territory 
is less than 2,000 or approximately 14 per cent of the national total of land- 
grant and bond-aided railroads {n the United States; so land-grant rates will 


not affect the picture in Southern Territory appreciably. 


TABLE I 


DIsTRIBUTION OF DEFENSE ConTRACT AWARDS 


(June, 1940, Through September, 1941) 





THOUSANDS OF DOLLARS 


PER CENT OF TOTAL AWARDS 
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TABLE 1—Continued 





THOUSANDS OF DOLLARS PER CENT OF TOTAL AWARDS 








| 

WeEsTERN TRUNK-LINE TERRITORY: | 
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DI rei eia b's ies «a ak cecars hare | 123,422 .50 
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| EE ITS a 95, 278 | 39 
REE ee ee 635,913 2.59 
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re ___ 1,601 *f = 
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Territorial total i aac aasts why Sines 4,105,397 | 16.73 

| | 

Orr CONTINENT: | 
ne | 712,022 | 2.90 

| 

UNASSIGNED: | | 
PIE soiciicns ssn ens sees-ch pews aandes | 1,114,851 | 4.54 
Grand total awards............... | 24, 533,334 | 100.00 


* Less than .01%. 
Source: Office of Production Management, Bureau of Research and Statistics, Oct. 
20, 1941. 


Some attempt is being made to remove the freight-rate disadvantage of South- 
ern producers of defense goods. The Philadelphia Quartermaster Depot, which 
specializes in procuring textiles for the Army, has announced that its contracts 
will in the future be awarded on the basis of the price quoted f.o.b. mill. As 
far as can be ascertained, no other procurement agency has stated a similar 
policy for over-all application. At least the Southern producer of textiles is 
receiving some measure of relief. 

The junior Senator from Tennessee has taken cognizance of the freight-rate 
handicap of the South and West by introducing a joint resolution" providing 
that freight charges paid on defense materials during the existing emergency 
in excess of the Official Territory level of rates shall be refunded from funds ap- 
propriated from the Treasury of the United States. Under Senator Stewart’s 


u§. J. Res. 90, 77th Congress. 
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proposal the Interstate Commerce Commission would receive and decide all 
claims. The Senate Committee on Interstate Commerce has not yet reported 
out the measure. 

The concentration of defense contract awards in Official Territory has been 
noted. This industrial concentration has significance in regard to the well-being 
of the entire United States, in addition to the immediate economic significance of 
having one region of the country largely a workshop and the other regions raw- 
material and semifinished goods producers. By this it is meant that the War 
Department has designated certain areas of the country as suitable for industries 
strategic to national defense. In these designated areas the War Department 
apparently considers plants vital to national defense to be comparatively safe. 
By the same token the remainder of the nation is considered to be less safe. 

On Chart II are shown the areas designated as suitable for the location of 
national defense industries by the War Department superimposed upon a map 
of the freight-rate territories. Even casual inspection reveals that the states 
and region in which most of the defense contracts are being awarded are not 
located in the areas pointed out as most suitable for national defense industries. 
What this may mean in the long run to our national defense effort no one knows. 
Nothing, it is hoped. It is known, however, that China and England have suf- 
fered some crippling blows because much of their industry was centralized within 
a comparatively small area. Recent news discloses that Russia is able to hold 
out against the invader because she had the foresight to establish industries far 
inland in locations east of the Ural Mountains, thereby avoiding some of the 
dangers of centralized industrial production. 

A number of plants producing items important to national defense have been 
located recently in the areas in the United States named desirable by the War 
Department; the Vultree Aircraft plant near Nashville is an excellent example. 
Had foresight been exercised, however, much more of the United States produc- 
tion might have been located in suitable areas prior to the present national 
emergency. The establishment of a railroad freight-rate structure more closely 
related to the cost of rendering the service would have removed a factor that 
discouraged such development. 

Despite the present freight-rate situation, there are several reasons for hoping 
that the rate structure will be reorganized on a more equitable basis. Congress, 
in the Transportation Act of 1940, made illegal unjust discrimination against 
“region,” “district,” “territory.”” On the strength of this, the South and West 
could possibly obtain an adjustment in the freight-rate structure. The law in 
the past was written and administered principally to provide redress to those 
actually shipping goods. In effect it was held, ‘Let John Jones, if he has shipped 
freight at an unjustly discriminatory rate, appear before the Interstate Com- 
merce Commission and reparation wili be awarded and a just rate prescribed.” 
In other words, the law has looked backward seeking specific cases of injury, 
but has not taken into account the fact that the levels of rates in entire freight- 
rate territories might be so high as to constitute one of the factors that preclude 
substantial industrial development in the area. It seems obvious that as a sound 
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principle of national policy, the effect on future economic development should 
be considered in establishing a freight-rate structure. 

It was probably with consideration for such sound national policy that the 
Act provided for an investigation of freight rates in the several regions of the 
country. The hearing in which Dr. Edwards’ cost study was presented is the 
first of the hearings aimed at the solution of the freight-rate problem of the 
South and West. Incidentally, the investigation, the style of which is ICC 
Docket 28300, Class Rate Investigation, is the largest ever announced by the 
Commission. Its purpose is to consider the basic rate structure, the class rates, 
in the entire area east of the Rocky Mountains, comprising Official, Southern, 
Southwestern, and Western Trunk-Line territories. Freight classification is 
included in a related docket. The fact that the Commission is even considering 
the possibility of establishing one rate structure for this large area is heartening— 
even though the Commission’s pace in taking action is characteristically well 
modulated. 








DEFENSE ACTIVITY AND COKE PRICES 
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The coke industry presents some interesting economic considerations at the 
present time because of the importance of the industry to national defense 
(through the iron and steel industry) and because of the problems connected with 
expanding production. Involved in these problems is the ubiquitous one of 
price control. A survey of developments in the coke industry since 1938 is a 
case study in industrial change in wartime and in government influence on price, 
cost and output. 

The coke industry is a striking example of technological change. All coke 
was originally produced in so-called beehive ovens, most of which were located 
in the Connellsville, Pennsylvania, district. A beehive oven produces no by- 
products, simply transforming coal into coke. The location of the oven was 
determined therefore by the location of suitable coal mines, and coke was shipped 
to blast furnaces and other users almost entirely from the Connellsville district. 
Before World War I, however, by-product ovens, which capture light oils, tar and 
gases from the coking process, had been invented and their output began replac- 
ing beehive coke production. The great demand for coke during the war kept 
the beehive industry alive, however, and even necessitated an expansion of out- 
put. However, the concurrent stimulus to the construction of by-product ovens 
hastened the decline of beehive coke production to follow. During the war year 
of 1918 production of beehive coke amounted to 30,500,000 tons and by-product 
production reached 26,000,000 tons.! 

The superior economies of the by-product ovens made it possible to ship coal 
to areas where artificial gas could be marketed and to steel mills which could also 
use gas, and led to the virtual death of the original branch of the industry. By 
1938 beehive production had fallen to 800,000 tons, while by-product output 
was 31,700,000 tons.? 

Although the beehive ovens have usually been owned by coal-mining com- 
panies, there are two distinct branches of the by-product industry: the ‘furnace 
plants,” or pig-iron producers who use the coke in blast furnaces and usually 
the gas in steel production; and the “‘merchant plants,” which produce both coke 
and by-products for sale. The latter are commonly public utilities engaged in 
supplying artificial gas, although there are also « few large manufacturing con- 
cerns. In 1940 the furnace plants produced 41,500,000 tons and the merchant 
plants 12,500,000 tons.* It is seen therefore that only a small percentage of coke 
for blast furnace use changes hands on the market, especially since most merchant 
coke is not intended for blast furnace use. 

The expanded production of iron and steel products under wartime conditions 

1 Minerals Yearbook, 1940, p. 864. 


2 Idem. 
3 Ibid., p. 865. 
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has necessitated an increase in coke production. To a large extent this has been 
accomplished by restoring to production many abandoned beehive ovens, with 
considerable changes in the cost and price structures of the industry. Higher 
prices have been necessary to attract marginal production owing to the increased 
costs involved in restoring and reconditioning abandoned ovens. Many bat- 
teries of ovens now in use had been idle for 15 or 20 years. Some were overgrown 
with brush; some had sizeable trees growing through them. Some had been used 
as shelter by the unemployed during the depression. With the conviction that 
the beehive ovens would never be used again many owners destroyed them, at 
least partially, in order to have them removed from property tax rolls. The 
costs of reconditioning ovens has varied as poorer and poorer ones have been 
restored. While the earliest ovens to be reconditioned may have averaged ap- 
proximately $100, by the summer of 1941, $500 was a more likely figure. To 
translate this investment to a per ton cost requires a period of amortization and 
the operators considered the uncertain future demand to justify the use of a very 
short period. They usually calculated on covering the investment in a year, 
which translated a reconditioning cost of $500 to about one dollar per ton of coke. 

In many cases the coal mines originally feeding the ovens had been exhausted 
so that a further cost of trucking coal to the ovens was encountered as production 
rose after 1938. In many cases operators were prevented from re-opening ovens 
because of a lack of coal. Here again a large investment could have provided 
the coal by opening new mines and pumping out others but the operation was 
too risky financially for the operators. 

Not only were there these characteristics of an increasing cost industry but 
also many increased costs occurred. The Guffey Coal Act of 1940, the coal strike 
of the spring of 1941, and generally increased demand raised the price of coal. 
Although average coal prices were not much higher in the summer of 1941 than 
a year before, the particular types used in coke production rose more than the 
average. In addition to coal and labor costs, machinery, bricks, timber and 
transportation costs rose during 1941. Representative cost figures, gathered 
from members of the industry in the summer months of 1941 were: 


DE chscccw-yiasn.o 0 old tinrkw nyt eeshieR ROE SU ha eR we Perea eae $2.25 per ton 
en Pe ret Shee Arr nr ee Fa 6. __ 0 

$2.75 
Come aie Site OT GUNG. 5.56 9.60 Sass Fh pena eee cae $4.40 (1.6 tons of coal) 
COI 5 ous iv ints a he Dolev ones citoeg panes Meme fetten ae 1.00 

$5.40 


In 1940 average coal costs had been :* 








STATE | COST PER TON OF COAL COST OF COAL PER TON OF COKE 
PRINS... 6+ o0c kbc hw cate matatneccs $1.98 $3.11 
BE renee aya ey feet 1.78 2.97 
WES IG vc ces ncvesaneccaneosuuiees 1.84 2.80 





4 Minerals Yearbook, 1941, p. 875. 
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The cost structure of the by-product coke industry is much more complicated 
because of joint costs. The Koppers Company has estimated that a ton of coal 
may yield 1520 pounds of coke and coke breeze (fine particles), 1,000 cubic feet 
of gas, 10 gallons of coal tar, 33 gallons of light oil and about 28 pounds of chemi- 
cals.5 In the three largest producing states coal costs for by-product ovens 
in 1940 were: 





COST PER TON OF COST PER TON OF COKE 
5 E OD P 
STATE PRODUCTION 











} COAL _ 
Tons | Cost 
tons | 
Pennsylvania................. .| 14,861,000 | $2.84 | 1.46 $4.15 
| ee sescncceee? See | 3.78 | 1.40 5.29 
| 1.37 6.47 


Indiana........... en e.: 6,413,000 | 4.72 





During the first half of 1941 the same influences affecting coal costs mentioned 
in connection with beehive coke costs raised costs for by-product producers as 
well. Different companies reported increased coal costs per ton of coke of from 
$0.33 to $0.90 between July, 1940, and August, 1941. 

The calculated costs might vary, of course, depending upon the allocation of 
costs among the joint products. The logic of this allocation would vary with 
the nature of the plants: a public utility company with fixed rates for gas would 
be inclined to view increased costs as increased costs of coke. An integrated 
steel company might account for its coke at some fraction of the total cost of the 
by-product ovens, with or without profit, or at the market price of coke. By 
deducting the value of by-products from the costs of production a very low figure 
for coke cost could be obtained. Owing to the costs of competitive beehive coke 
it has not been necessary to calculate by-product costs on this minimum basis, 
however. 

The by-product coke industry, coming into production later than the beehive 
industry, naturally has a price structure based, at least originally, on Connells- 
ville prices. The price structure is complicated by the competitive nature of 
the beehive industry and the imperfect competition of the by-product industry. 
The result is a combination of f.o.b., delivered, and basing-point prices. When 
by-product coke began to be produced in the Philadelphia area, for example, it 
was necessary only to meet the price of coke delivered from Connellsville. Con- 
sequently producers computed their price as the Connellsville price plus freight 
to Philadelphia. In fact, in this case the price ruled even higher because of a 
differential for quality for by-product coke. This differential settled at about 
$2.00 per ton, so that at Philadelphia by-product coke (foundry grade) has 
normally sold at the Connellsville price plus $2.00 plus $3.38 freight. 


5 These products include road tar, other refined tars, creosote, tar acid oils, pitches, 
pitch coke, benzol, toluol, xylol, naptha, ammonium sulphate, sulphur, phenols and napth- 
alene. Through these products the coke industry is connected with the motor fuel, rubber, 
paint, dye, chemical, medicinal, resin, explosives, agricultural, disinfectant and soap 
industries. 

6 Minerals Yearbook, 1941, pp. 866-875. 
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When new by-product plants began to compete with existing by-product 
plants, they also tended to meet existing prices and based their prices on those 
of the existing ovens. In this way a basing-point system grew up. Where 
necessary freight was absorbed and in other instances phantom freight developed. 
In the New England area a uniform delivered price prevailed because of a uni- 
form freight rate from Connellsville. Cutting across the whole structure is a 
certain amount of f.o.b. pricing in areas served principally by one producer, 
such as Alabama. 

Owing to the marginal nature of Connellsville production and the higher 
prices attending increased production, prices of by-product coke also rose with 


BEEHIVE FURNACE COKE 
OUTPUT AND PRICE 
UNITED STATES, 1936-1941 
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the increased demand after 1938. Charts I and II show prices of Connellsville 
coke and by-product coke in six markets. Chart I is based on furnace coke, 
Chart II on foundry coke. It can be seen that the outbreak of war in 1939 was 
accompanied by a sharp rise in prices at Connellsville, although the rise could 
not be maintained completely because of the large increase in output at the time. 
A year later, however, the persistent demand and increasing costs boosted price 
again, to be followed by a further increase after the coal strike of the spring of 
1941. The chart indicates a close correlation between price and output. Chart 
II shows the stability usually associated with by-product foundry coke prices. 
In each market periods of months or years of unchanged price are apparent. 
Each of the markets shown except New England illustrate the price rises in the 
fall of 1939, October, 1940, and the spring or summer of 1941. The typical 
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increase for all markets for the two years after the beginning of war was $1.50, 
a figure difficult to match against similar increases in cost. 

Before describing the action taken by the Office of Price Administration 
(then OPACS) to control coke prices, the differences between the various grades 
of coke should be explained briefly. The main uses of coke are foundry, blast 
furnace, and domestic heating. Coke for the latter two uses may overlap in 
characteristics but foundry coke is larger in size and is coked longer, for both of 
which reasons it commands a higher price. Connellsville coke is primarily 
furnace coke, and most of the foundry coke comes from the merchant plants. 


BY-PRODUCT FOUNDRY COKE 
AVERAGE MONTHLY PRICES FOR FIVE LARGE CITIES & NEW ENGLAND 
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Cuart II. By-Propuct Founpry CoKE 
Average Monthly Prices for Five Large Cities & New England 1936-1941 


However, domestic sales are even more important for the by-product ovens as 
a group, and in fact have been carefully developed as a means of disposing of 
this one of several joint products. Thus different types and grades of coke, 
with their different costs, complicated the problem of determining fair prices. 
Most of what has been said above concerning by-product coke prices refers to 
foundry coke. Domestic coke is priced in relation to anthracite coal, its princi- 
pal competitor, or in some areas, oil. Furnace coke is priced still differently, as 
there are only a half dozen sellers, who usually sell on long-term contracts. 
These contracts may be based on the price of coal or some combination of costs 
and may also include considerations for the sale of other by-products. 

Furnace and foundry coke prices come under the scrutiny of the steel section 
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of OPA, with domestic coke prices a problem for the fuel section. Coke is not 
an important part of the total cost of foundry products, but the price of beehive 
furnace coke represented about one-fourth of the price of pig iron at 1941 prices. 
A gross ton of pig iron is made with roughly two gross tons of ore, half a grosston 
of limestone and one net ton of coke.’ After the price ceiling (one of the first 
issued by OPACS) has been set on iron and steel products (freezing prices at 
about the 1937 level), non-integrated, marginal pig-iron producers in re 
found rising coke costs a difficult problem. 

Because of the lack of adequate forecasts of future needs of beehive coke, as 
well as indications that the price of such coke was not tending to rise further, 
OPA decided in the fall of 1941 not to establish a price ceiling for this branch of 
the industry. Because of the lack of unused capacity for higher prices to bring 
into production, and in order to divorce the prices of by-product coke from those 
of beehive coke, however, it was decided to freeze the former at existing levels. 
For furnace coke, this merely involved a limitation on the rise in prices in new 
contracts. A more complicated procedure was necessary, however, to cover the 
complicated marketing methods used for foundry coke. The price at each 
f.o.b. and basing point was listed with the provision that the delivered price at 
any point was the lowest sum of a listed price plus shipping charges. In order 
to conform to industry practice, it was necessary further to establish several 
exceptions to permit usual premiums, discounts, and established delivered prices. 
The result was neither an f.o.b. system nor basing-point system, but a mixture 
which it was hoped would conform more closely than either to customary ways 
of doing business. One danger with the plan was that if new demandsbrought 
coke into new channels discrimination against the new sellers wouldarise. This 
would result from the exceptions and premiums granted to existing trade 
contracts. 

Aside from these problems were those related to the general level of prices 
to be established. Existing rather than lower prices were chosen largely because 
of administrative simplicity, but the increase in costs of coking coal, wage in- 
creases, and the fixed rates for gas of public utility companies were influences 
against a reduction. A further point was the differential cost of foundry coke 
over other grades owing to the different ‘‘mix” of coal used and the longer coking 
time necessary. The difference in price had narrowed and it was not thought 
wise to narrow further the spread between foundry and domestic prices, i.e., to 
make domestic production relatively more attractive. 

Allocation has not yet arisen as a concomitant problem of price control, but 
the possibility is apparent in view of either (1) rising prices of domestic coke in 
sympathy with anthracite coal prices or (2) increased demand if domestic prices 
are pegged. Either would tend to encourage domestic coke production at the 
expense of foundry coke.’ 

7C. Daugherty, M. De Chazeau, and 8. Stratton, Economics of the Iron and Steel In- 
dustry, p. 15. 

8 Developments since this article was written in September 1941 have followed a course 
apparent at that time. Allocation of by-product coke in an informal manner has de- 
veloped in certain areas to assure blast furnaces an adequate supply. In January exist- 


ing prices for beehive coke were frozen as a result of speculative pressures. In August 
these prices were permitted to rise by 50¢ a ton for a group of the more marginal ovens. 








THE CURRENCY-BANKING CONTROVERSY 
Part 1 


MARION R. DAUGHERTY 
Mount Vernon, N.Y. 


The Currency-Banking controversy already has a familiar place in the history 
of economic thought, and this fact perhaps makes it necessary to indicate ex- 
plicitly the intentions of what follows. While several excellent modern studies 
relating to this controversy exist, none of these has for its main purpose simply 
the telling of the story in a rounded way. Professor Viner’s discussion,! is pri- 
marily concerned with the international trade theory aspects of the controversy. 
Professor Gregory, in the Introduction to his Select Statutes, Documents, etc.,? 
concentrates attention on the Currency School position, and in his Introduction 
to Tooke and Newmarch’s A History of Prices,’ he is, of course, mainly concerned 
with Tooke’s place in the development of economic thought. Professor Elmer 
Wood’s study, as the title indicates, consists chiefly of a topical sifting of the 
writings of the period for views on central banking control. There would 
seem therefore to be room for the present survey, the aim of which has been to 
present a more complete—though necessarily summarized—account of the 
controversy in its background of ideas and events than is available elsewhere. 
It is hoped also that in the process of overhauling the original sources some new 
information may have been turned up, and also that some contribution may 
have been made in the way of reinterpretation of doctrine. 


I 


The controversy between the Currency School and the Banking School arose 
in the second quarter of the nineteenth century over certain plans for the reform 
of the English currency system. These reforms, advocated by the Currency 
School, were finally embodied in what has since been known as Peel’s Act of 
1844, as a result of which competitive note issues were virtually eliminated in 
England, and the notes of the central issuing body, the Bank of England, were 
subjected to a form of regulation previously untried in any country. In princi- 
ple this form of regulation remained in operation until England went off the gold 
standard in 1931.5 

The theory behind the Act of 1844 originated in the years immediately follow- 
ing the Napoleonic Wars. In 1821, six years after the end of the Napoleonic 
Wars, England returned to the gold standard according to the provisions laid 
down in the Act of 1819. This Act ended a period of more than twenty years, 


1 Studies in the Theory of International Trade, 1937, ch. \ 

2 Select Statutes, Documents and Reports Relating to British Banking, 1832-1928, 1929. 

8 London, 1928. 

4 English Theories of Central Banking Control, 1819-1858, 1939. 

5 Its operation was also suspended during the first World War period when England tem- 
porarily abandoned the gold standard. 
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during which the country had used an inconvertible paper currency. The Chief 
preoccupation of economists during the war years had been to explain the de- 
preciation of the pound in terms of gold and to urge a contraction of Bank of 
England note issues and a return to specie payments as a remedy. Itseems to 
have been felt that if these steps were takencurrency problems would be largely 
solved and a sound monetary system established. 

In the twenty years following the resumption of cash payments, however, 
events took place which convinced many observers that grave defects still existed 
in the currency system. In the period 1821-1844, the problem, as seen by a large 
group of men, was that of maintaining the convertibility of bank note issues in the 
face of severe periodic drains of gold from the reserves of the Bank of England. 
Twice during the period the reserves of the Bank fell to levels at which drastic 
action was required to prevent complete exhaustion. It soon came to be said 
that it was not enough merely to declare the currency convertible, as had been 
done by the Act of 1819; it was argued that further measures should be adopted 
for safeguarding the Bank’s reserves and thus for implementing the Act of 1819. 
The group of writers who took this view and who finally devised the remedies 
embodied in Peel’s Act of 1844 were known as the Currency School. 

The problem of maintaining convertibility was in this period closely connected 
with cyclical fluctuations of business activity, particularly the crisis phase. The 
severe outflows of gold which occurred in 1825 and again in the late thirties 
came at the end of periods of prosperity and were thought to be the main factor 
precipitating the crises which followed. The problem was accordingly thought 
of as being the dual one of protecting the Bank’s reserves and at the same time 
of reducing the force of the crises. It may indeed be said that in this period it 
was the business cycle which largely determined the character of currency prob- 
lems in contrast to other factors, such as the inconvertibility of notes or debase- 
ments of coinage, which were the dominant elements in currency problems of 
earlier years. 


II 


Three severe financial and economic crises—those of 1825, 1836, and 1839— 
punctuated the period 1821 to 1844.6 The pattern of these crises was fairly 
uniform, as may be seen from the accompanying chart. Each climaxed a year 
or more of rising prices and economic expansion and was followed by a serious 
reaction of prices. During each phase of rising prices the metallic reserves of the 
Bank declined with striking regularity, while during the depression phase gold 
flowed back to the Bank. With an upper limit during the period of around 


® The most useful primary sources here were: Thomas Tooke and William Newmarch, 
A History of Prices (6 vols.; London; 1838-1857) ; Great Britain, House of Commons, Report 
from the Committee of Secrecy on the Bank of England Charter, London, 1832, and ibid., Re- 
ports from the Select Committee on Banks of Issue, Parliamentary Papers, Vol. IV (1840), 
Vol. V (Jan.-June, 1841). The most important secondary sources were: A. EK. Feavearyear, 
The Pound Sterling, 1931; J. H. Clapham, An Economic History of Modern Britain, 1926; M. 
Tugan-Baranowskii, Les Crises Industrielles En Angleterre, 1913. 
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twelve million pounds, the reserves declined to a low of about one million in 
the 1825 crisis, four millions in 1836, and two and a half millions in 1839. The 
drain of 1836 was the mildest of the three. Those of 1825 and 1839 were much 
more severe. In both cases about seven million pounds left the Bank in nine 
months. While data on the subject are fragmentary, it appears that a flow of 
gold abroad occurred on all three occasions, and on two, in 1825 and 1836, the 
drain was intensified by a domestic demand for hoarding. 

The policy of the Bank of England during these troubled periods was such as 
to arouse much criticism. In every case the drain was allowed to go on for 
months and seriously to deplete the reserves before the Bank rate of discount 
was raised (as the chart indicates), before Exchequer bills were sold in the open 
market, or before any other corrective action was taken. When the Bank 
eventually took active steps to halt the gold outflows, the measures adopted 
came at a time when confidence was already impaired and apparently had the 
effect in two crises, those of 1825 and 1836, of worsening the situation and of 
accentuating, if not initiating, a panic internal demand for gold. In 1839, al- 
though there was little if any internal drain, there is some evidence that the 
foreign drain represented, at least in part, a flight from the pound, or in other 
words was of an inflammatory character comparable to the internal drains of the 
other crises. In the crises of 1825 and 1836 the Bank, after considerable hesita- 
tion, finally abandoned its restrictive policy and began discounting freely in order, 
in the phrase of the day, ‘‘to support commercial credit.’”’ It was this change of 
policy which apparently restored confidence, checked the demand for gold, and 
saved the reserves. In 1839 complete exhaustion of the reserves was only pre- 
vented, it seems, by the Bank’s borrowing large sums in Paris.’ 

During the period 1821 to 1844, as the chart shows, the notes of the Bank of 
England did not by any means fluctuate one for one with the bullion in the Bank 
as, according to the Currency School, they should have done. While they did 
decline to some extent when the reserves were declining, the shrinkage in the 
note circulation was much less than that of the reserves. As far as the other 
banks of the country were concerned the record, judged by Currency School 
standards, was even worse. Their note issues seem to have followed the move- 
ment of general prices and to have undergone substantial expansion in each 
period of gold outflow from the Bank of England. 


Ill 


By the time the Currency School came upon the scene in the eighteen thirties, 
their basic tools of thought relating to money, prices and the forces governing the 
international distribution of gold had long since been developed in the writings 
of Hume, Ricardo and many others. The first writers to foreshadow closely the 
particular distinguishing features of Currency views were, however, a group who 


7 An operation which was regarded by most contemporaries as disgraceful but, interest- 
ingly enough, by Gilbart as a sensible procedure for avoiding an international transfer of 
gold and a practice which might usefully be made permanent. See J. W. Gilbart, Currency 
and Banking, London, 1841, pp. 51-52. 
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debated the events of the crisis of 1825. These writers, in contrast to some of 
their contemporaries® who objected to the return to gold, or at least to the return 
as the pre-war parity, took as axiomatic the desirability of the gold standard. 
They formulated at least two important elements of Currency School theory. In 
the first place, they enunciated the view that mere legal convertibility was not 
sufficient to check overissue. Secondly, most of them took the view that cur- 
rency reform must be in the direction of bringing the behavior of the existing 
mixed currency closer to that of a purely metallic currency. Whatthey had in 
mind was that the mixed currency ought to vary quantitatively as a purely 
metallic currency was supposed to do according to the traditional theory of 
international gold movements. This view was, of course, the one which the 
Currency School held and which later came to be known as the “Currency 
Principle.” 

Richard Page, Robert Mushet,!° John Ashton Yates," and Thomas Tooke” 
(at this time) favored an increase in the metallic portion of the currency by the 
substitution of coin for notes of lower denominations. Henry Drummond® 
put forward a plan almost identical with that of the Currency School. J. R. 
McCulloch" analyzed the events of the crisis in a manner similar to these writers, 
though without suggesting any plan of regulation along Currency School lines. 
Thomas Joplin,” similarly, closely anticipated Currency School views, though 
his plan for reform centered around the joint-stock banks rather than the Bank 
of England. 

The main difference between the writings of this period and Currency School 
literature is that we do not find in the former a well-developed doctrine or a 
single plan unanimously supported. The earlier writers each suggested some- 
what different schemes for reform which were only more or less close approxima- 
tions to the plan embodied in the Peel Act of 1844. 

The actual measures taken immediately by the Government in response to the 
disasters of 1825 were the abolition of small notes (those under five pounds) 
and the encouragement given to the establishment of joint-stock banks of issue 
and of branches of the Bank of England in the provinces." In contrast to the 


8 For example, cf. (Thomas Attwood of Birmingham) The Scotch Banker, London, 1828; 
Sir John Sinclair and Thomas Attwood, The Late Prosperity and the Present Adversity of the 
Country Explained. . . . London, 1826; C. C. Western, ‘‘A Letter to the Earl of Liverpool. 
...? The Pamphleteer, XVII (1826); Sir James Graham, Corn and Currency. . ., 2d ed.; 
London, 1826. 

9 Letters to the Editor of ‘‘The Times Journal’’ on... the Bank of England, London, 1826. 

10 An Attempt to Explain . . . the Effect of the Issues of the Bank of England, London, 1826. 

Essays on the Currency and Circulation, Liverpool, 1827. 

12 Considerations on the State of the Currency, 2d ed.; London, 1826. 

13 Elementary Propositions on the Currency with Additions, 4th ed.; London, 1826. 

14‘“Thoughts on Banking,’’ Edinburgh Review, XLIII (February, 1825), and ‘‘The Late 
Crisis in the Money Market,”’ ibid., XLIV (June, 1826). 

18 An Illustration of Mr. Joplin’s Views on Currency, London, 1825; Views on the Currency, 
London, 1828; and An Essay on the General Principles and Present Practice of Banking in 
England and Scotland, 5th ed.; London, 1826. 

16 Act of 1826, 7 G IV, C. 46. 
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ideas of the writers we have been discussing, Liverpool’s speech,'” introducing 
the Government’s measures of 1826, contained little reference to any general 
principles of currency regulation, though in passing he gave assent to the now 
well-recognized doctrine that the currency should be regulated by the foreign 
exchanges. In stating the ideas behind the Government’s proposed reforms, he 
said that protection for the poorer classes was a sufficient reason for abolishing 
the small notes, and that the strength and solidity of the system would be im- 
proved by the establishment of joint-stock banks. In short, the objective was 
mainly that of ensuring the solvency of the banks. It is very doubtful whether 
any member of the Government even saw the desirability of broad plans for 
regulating the quantity of the currency such as had been suggested by 
Drummond, Joplin, and Page. Thetendency of Government spokesmenin 1826 
was to exonerate the Bank of England from blame and to concentrate their 
attacks upon the country banks. 

The development of views described above gradually came to influence the 
ideas of a majority of the directors of the Bank of England.'* In 1832, when 
giving testimony before the Parliamentary Committee on the Bank of England 
Charter, the directors revealed that they had adopted a new principle of manage- 
ment closely related to the proposals later made by the Currency School. This 
plan, which was intended to secure the regulation of the currency by the ex- 
changes, had been adopted during 1827.1 Horsley Palmer, describing the plan,?° 
said that the directors aimed at keeping the securities held by the Bank at an 
unvarying amount. The term “securities’’ was used to cover all the earning 
assets of the Bank, except those which represented its invested capital. The 
object was to make the Bank’s total liabilities (deposits plus notes) vary one for 
one with the fluctuations in the metallic reserves. Palmer stated that by this 
means ‘‘the circulation of the country, so far as the same may depend upon the 
Bank (was being) regulated by the action of the foreign exchanges.’”! As a 
starting point, it was decided that one-third of the liabilities should be backed 
by bullion when the exchanges were at par. When the exchanges were at par, 
Palmer said, the “currency” was “full.”” Unfavorable exchanges indicated that 
the quantity of the currency was too large and favorable exchanges that it was 
too small. 


17 Hansard, Parliamentary Debates (2d Series), XIV, 450 ff. 

18 In connection with the change of views at the Bank there may be mentioned a little 
known writing of Horsley Palmer, Governor of the Bank in 1832. Privately circulated in 
1827, this was a plan for the concentration of the note issue in the hands of a single issuing 
body, preferably the Bank of England. One aim of the plan was to ensure regulation of the 
currency by the foreign exchanges. This plan under the title ‘‘Bank of England Circular” 
appeared in The Morning Chronicle, May 30,1827. It was published anonymously, and one 
of the Bank directors, Manning, denied in Parliament that the directors knew anything of 
it. However, its authorship is confidently attributed to Horsley Palmer by James Taylor, 
A Letter to His Grace the Duke of Wellington on the Currency, London, 1830, Postcript. The 
Plan was reproduced for vitriolic comment in Cobbett’s Weekly Register, Vol. LXII, London, 
1827, cols. 581-588. 

19 Report on the Bank of England Charter, 1832, evidence of William Ward, qs. 2074-2080. 
20 Report on the Bank of England Charter, 1832, q. 72. 
21 Ibid. 
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The main difference between this plan (which in practice was realized only 
very imperfectly) and that of the Currency School was that according to the 
former the Bank’s total liabilities (including deposits) were to be regulated by the 
fluctuations in the metallic reserves, whereas according to the Currency School 
plan only the notes were to be so regulated. There is some reason for concluding 
that the Bank plan involved a confusion as to the nature of deposits—an as- 
sumption that deposits were paper money. 


IV 


The 1836 crisis produced the first crop of Currency School writings. After 
the crisis of 1839 many more appeared. Lord Overstone,” Torrens,” Norman, 
Clay,» Samson Ricardo,* and Hubbard?’ were the most important representa- 
tives of the Currency School who with a remarkable uniformity of ideas put 
forward the doctrine that the note issues would be correctly regulated if they 
were made to fluctuate in volume exactly as a purely metallic currency would 
have done. They contended that under the currency system of their time banks 
could, and frequently did, issue notes to an amount greater than would have 
been the volume of a currency consisting only of specie. This the Currency 
School termed an “‘overissue” of the note circulation. Such an overissue might 
cause a rise of prices above their proper level and a drain of gold abroad, they 
said, and furthermore the banks might, and often did, continue to issue notes to 
excess while gold was leaving the country, and hence no check would be imposed 


22 Two pamphlets containing typical statements of Overstone’s views were his Reflections 
Suggested by a Perusal of Mr. J. Horsley Palmer’s Pamphlet (1837), and Remarks on the 
Management of the Circulation (1840). These and other writings by Overstone expressing 
similar views are included in Tracts and Other Publications on Metallic and Paper Currency, 
ed. J. R. McCulloch, London, 1857. 

23 Robert Torrens, A Letter to the Rt. Hon. Lord Viscount Melbourne on the Causes of the 
Recent Derangement on the Money Market, 2d ed.; London, 1837; A Letter to Thomas Tooke, 
London, 1840; and An Inquiry into the Renewal of the Charter of the Bank of England, Lon- 
don, 1844. 

24G. W. Norman, Remarks Upon . . . Currency and Banking, London, 1838; and Letter to 
Charles Wood on Money, London, 1841. 

25 Sir William Clay, Speech of William Clay, Esq. M.P., on the Establishment of Joint- 
Stock Banks, to Which are Added Reflections, London, 1836; and Remarks on the Expediency 
of Restricting the Issue of Promissory Notes to a Single Issuing Body, London, 1844. 

26 Observations on the Recent Pamphlet of J. Horsley Palmer, Esq., London, 1837; and A 
National Bank, London, 1838. 

27 John Gellibrand Hubbard (Lord Addington), The Currency and the Country, London, 
1843. 

Other writers of this period having views close to if not always identical with those of 
the Currency School were: J. R. McCulloch, ‘‘The Bank of England and the Country 
Banks,”’ Edinburgh Review, LXV (April-July, 1837), and ‘‘Supplemental Notes and Dis- 
sertations”’ in his edition of Adam Smith, The Wealth of Nations, Edinburgh, 1848, Note IX, 
‘‘Money’’; John Hall, A Letter to Thomas Spring Rice. . . . Containing a New Principle of 
Currency, London, 1837; William Ward, On Monetary Derangements, London, 1840; Mounti- 
fort Longfield, ‘‘Banking and Currency,’’ Dublin University Magazine XV (1840), XVI 
(1840). 
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on the outflow. They pointed out that under a purely metallic currency an ex- 
port of gold would automatically reduce the volumeof the internal currency and 
hence raise its value. The rise in its value or, in other words, the fall of the 
general price level, would then impose a check on the export of gold by discourag- 
ing imports of commodities and encouraging exports. If a paper currency were 
made to operate on this principle, the Currency School argued, an early and 
salutory check would be placed upon drains of gold from the Bank of England, 
and hence the convertibility of its notes would be assured. They contended also 
that if gold drains were arrested in their early stages by measures gradually 
instead of suddenly applied and before prices had risen very much, the severity 
of the commercial crises would be much reduced. 

Their plan was that the Bank of England should be divided into two depart- 
ments.2® There should be the Banking Department which would receive de- 
posits and make loans and the Issue Department which should have no function 
other than that of issuing notes in exchange for gold and paying out gold on 
demand for its notes. An important feature of the provision applying to the 
Issue Department was the fixed fiduciary issue. A certain fixed amount of notes 
was to be backed by Government securities; the amount was set considerably 
below the actual circulation so that there would always be a safe margin backed 
by gold. The object of this provision was to retain the economies of a paper 
circulation, while the provision that the variable part of the issue should be 
backed by gold would, according to the Currency School, secure the regulation of 
the whole of the note issue on the principles of a purely metallic currency. 

As far as the note issues of other banks in the country were concerned, the 
Currency School hoped for their eventual abolition, and the Act of 1844 made 
provision accordingly. No new banks of issue were to be established, and those 
which were already issuing were to be encouraged to give up the right of issue. 
If they did so they were to receive a composition fee of one per cent per annum 
of the amount of Bank of England notes -which they would circulate in place of 
their own. Those who continued to issue were limited to an amount equal to 
the average circulation of the three months period immediately preceding the 
passing of the Act. The view of most members of the Currency School was that 
while the Bank of England did have some power of control over country issues 
through the balance of payment mechanism between town and country, this 
power of control was not rapid enough in its operation to secure efficient regula- 
tion of provincial note issues. 

The main ideas of the Currency School, as described above, are well known. 
One important part of their views, their discussion of bank deposits, has, how- 
ever, been relatively neglected. An indication of what is to be found in the 


28 This idea dated back to Ricardo, ‘‘Plan for the Establishment of a National Bank,”’ 
1824. As far as the Currency School was concerned it was Overstone who apparently re- 
vived the idea in discussion at the Political Economy Club (see Torrens, The Principles and 
Practical Operation of Sir Robert Peel’s Act, (8d ed., London, 1858) Preface to the Second 
Edition, p. X. Torrens, himself, is often credited with being the originator of the plan as 
he was the first of the Currency School to publish it in his Letter to Lord Melbourne, 1837. 
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literature of the Currency School is therefore in order. While the Currency 
School directed their reforms at the note issue alone, and while in the Act of 1844 
there were no provisions regarding deposits, it is not right to conclude that these 
writers did not regard deposits as currency,”® or denied that deposits had any 
influence on prices. Many of these writers had remarkably well developed 
views on the subject of deposits. A study of their statements on this matter 
shows that all shades of opinion were expressed. At the one extreme, it is true, 
there were a few writers like Samson Ricardo*® and Hubbard* who either ignored 
or denied the view that deposits were money and could, like notes, be created by 
the banks; at the other, however, were Torrens” and Sir William Clay®* who 
recognized the importance of deposits in these respects and attempted to modify 
the traditional theory accordingly. The two latter writers are representative 
of those who held the view that deposits constituted a superstructure of credit 
currency dependent on a base of notes and gold. They therefore concluded 
that it was sufficient to provide for the statutory regulation of notes alone since 
the latter would in turn automatically regulate the quantity of deposits. Over- 
stone, while not unwilling to give his assent to some of the more advanced propo- 
sitions concerning deposits—such as, that they represented a form of “auxiliary” 
currency—nevertheless did not see the necessity for making much use of the 
“dependence theory” to defend his position.* At bottom his attitude seems to 
have amounted to a blind conviction that a steady contraction of notes as gold 
left the country must produce a steady increase in the value of money irrespective 
of all questions concerning the behavior of deposits. In this attitude he was 
followed by the sponsors of the Currency Principle in Parliament, particularly 
Peel and Sir Charles Wood. 

The views of the Currency School received considerable support from the 
business community, most notably from the Manchester Chamber of Commerce 
which issued a report®* condemning the policy of the Bank of England in regard 


29 As, for instance, is suggested by Professor Gregory. Cf. Select Statutes, Introduction, 
p. Xxil. 

30 Cf. Observations on the Pamphlet of J. Horsley Palmer, pp. 19-20, 28-30; and A National 
Bank, p. 11. 

31 Cf. The Currency and the Country, p. 13. 

382 Cf. A Letter to Lord Melbourne, 5-19. Torrens was indebted to James Pennington, in a 
paper communicated to Thomas Tooke, published as an appendix to Thomas Tooke, Letter 
to Lord Grenville (London, 1829) and a paper communicated to Torrens, published as Appen- 
dex II to Torrens, A Letter to Lord Melbourne, pp. 76-80. In 1829 also, N. W. Senior pre- 
sented a similar theory in Three Lectures on the Value of Money, (London School 
of Economics, No. 4 of the Reprints of Scarce Tracts, 1931). 

33 Remarks on Restricting the Issue of Promissory Notes, pp. 16-18. Others, at this time, 
took the simple view that deposits were money because they represented notes placed in 
the bank. Cf. evidence of Richard Page, J. B. Smith, and Richard Cobden before the 
Committee of 1840. 

34 For Overstone’s views on deposits see particularly, ‘‘Second Letter to J. B. Smith 
(1840), T'racts, p. 201; and his evidence before the Committee of 1840, qs. 2663-2676, 2807. 

35 J. B. Smith, Report ...on the Effects of the Administration of the Bank of England, 
Manchester Chamber of Commerce, 1840. 
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to its note issues as the main cause of the speculative booms and crises. In 
Parliament the movement for reform began with the Parliamentary enquiry of 
1840-1841 into ‘the effects produced on the circulation of the country by the 
various banking establishments issuing notes payable on demand.’”** By the 
beginning of 1844 the demand for currency reform of the kind advocated by the 
Currency School was so widespread that Peel was able to present a bill to Parlia- 
ment, which embodied the Currency School plan and which passed through 
Parliament with virtually no opposition, becoming law on July 19, 1844.37 
V 

The principal writers of the Banking School—Tooke, Fullarton, and Wilson— 
did not begin to attack the Currency School theories until shortly before the 
Peel Act was passed, which is perhaps one reason why the Act passed with so 
little opposition. Gilbart** and Bailey,*® in the late thirties, had largely antici- 
pated the Banking School position in their defense of joint-stock banks. Again 
in 1841, Gilbart attacked the Currency School proposals, arguing that the cur- 
rency should be regulated by trade and not by the foreign exchanges.*® Tooke 
was, however, the only one of the three outstanding Banking School writers to 
attack the Currency School measures before they became law on July 19, 1844. 

Although Tooke had been writing on the subject of the currency for twenty 
years, he had not always been an opponent of the type of views adopted by 
the Currency School. At the outset his position was similar to those of Ricardo 
and his followers. It was only gradually that his views had changed their char- 
acter. After the 1837 crisis he had differed only slightly from the Currency 
School in his criticism of the Bank of England. It was not until after the crisis 
of 1839 that he definitely began to question the value of Currency School pro- 
posals; and it was only with the publication of his An Inquiry into the Currency 
Principle in 1844 that he made a complete break with the main ideas of the 
Currency School and became their vigorous opponent. Tooke’s pamphlet was 
followed in the same year by John Fullarton’s On the Regulation of Currencies.* 
Then in 1845 James Wilson wrote a series of articles in the Economist* attacking 
the Currency School in the same vein. 

While much of the reasoning in these writings does not hold up under close 


36 Reports. .. . on Banks of Issue (1840); Vol. V (January-June, 1841). 

37 7 and 1 Victoria, C. 32, An Act to Regulate the Issue of Bank Notes and for Giving to the 
Governor and Company of the Bank of England Certain Privileges for a Limited Period. See 
T. E. Gregory, Select Statutes, I, 129 ff. 

38 J. W. Gilbart, The History of Banking in America; ... and a Review of the Causes of 
the Recent Pressure in the Money Market, London, 1837. 

39 Samuel Bailey, Money and Its Vicissitudes in Value, London, 1837. 

40 In Currency and Banking, London, 1841; and ‘‘The Currency: Banking,’’ Westminster 
Review, XXXV (1841), 89-131. 

‘1 In A History of Prices, Vol. III, chap. iv; and in An Inquiry into the Currency Principle, 
London, 1844. An excellent summary of Tooke’s views is contained in T. E. Gregory, An 
Introduction to Tooke and New March’s A History of Prices. 

42 2d ed.; London, 1845. 

43 Collected and published under the title, Capital, Currency and Banking, London, 1847. 
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inspection, it was presented in a polished style and accompanied by discussion 
which showed a wide knowledge of commercial and financial matters. Basing 
their views on those of the practical banker, the Banking School objected to what 
they regarded as unnecessary interference with free trade in banking. They 
rejected most of the theories of the Currency School and argued that, in the 
main, the convertibility of the currency, as proclaimed in the Act of 1819, to- 
gether with the forces of self-interest, were sufficient to maintain an orderly 
monetary system. 

The views of the Banking School can be conveniently divided into three 
parts—their doctrines on money and prices, their views on gold flows under a 
purely metallic currency, and their proposals regarding Bank of England policy. 

These writers rejected the distinction which the Currency School drew between 
notes and other forms of non-metallic money. They denied that bank notes 
had a peculiar right to be classed as money. They asserted that bank notes 
were only one form of “paper credit’’; checks and bills of exchange were the two 
other important forms, and whatever properties were attributed to notes must 
also be ascribed to these.“ They denied also that banks had any “‘direct”’ control 
over the amount of notes or coin in circulation. A banker had direct control only 
over his advances. Only a very small part, if any, of his advances consisted of 
notes or coin, and what part this was could not be determined by the banker.® 
At several points, however, these writers admitted that banks had the power in- 
directly to influence the volume of note issues. In Tooke’s words, for example, 
bankers might ‘curtail or call in their advances and so diminish their engage- 
ments, and eventually render a smaller amount of circulation necessary. . . .”” 
The Banking School, however, failed completely to see how much this admis- 
sion weakened their case against the Currency School. 

The Banking School went further. They not only denied that general prices 
could be influenced by bankers’ policies in regard to their note issues; they also 
flatly rejected the view that changes in the whole volume of the circulating 
medium would cause changes in the general price level. The arguments of 
these writers on this subject were by no means clearly stated. They varied 
from one writer to another and from time to time. 

Tooke offered a price theory in two parts. In the long run, he said, general 
prices (retail prices which governed wholesale prices) were governed by incomes, 
not by the total quantity of money in circulation.*7 (This was a theory also 


44 Tooke, The Currency Principle, pp. 17-33; Fullarton, Regulation of Currencies pp. 30- 
31; Wilson, Capital, Currency and Banking, p. 41. 

45 Tooke, Op. cit., pp. 33-54; Wilson, Op. cit., pp. 10-16. 

46 Tooke, Op. cit., p. 38. 

4%, Ibid., pp. 71-72. In view of the important later developments in the income approach 
to price theory (cf. Arthur W. Marget, The Theory of Prices, 1938, ch. xii) it may be worth- 
while to note that income theories were also presented by two other writers of the period, 
but these two were on the Currency School side of the controversy. J. A. Yates (Op. cit., 
pp. 111, 1367) was one of these and Torrens the other (See his The Principles and Practical 
Operation of Peel’s Act, pp. iii ff). Both these writers used the income theory to support the 
argument that since currency of small denominations was used to circulate income, such 
currency, in particular, should be regulated by the Currency Principle. 
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presented by John Stuart Mill.‘*) In the short run wholesale prices might 
fluctuate independently of real consumer demand as a result primarily of mis- 
calculation arising out of undue optimism or pessimism on the part of the business 
and banking community—the exaggerated expectations of business men being 
supported by the willingness of bankers to lend on inadequate security, in the 
case of a business boom, for example.‘® This view of prices constituted Tooke’s 
explanation of the recurrent business fluctuations and was subscribed to more 
or less by others of the Banking School. Here and at other points in Banking 
School theory the profit anticipations of the business community played a very 
important role.°° It was these rather than the volume of available purchasing 
power which regulated spending. The volume of available purchasing power 
was, in general, much larger than the actual requirements of the public, in the 
view of these writers. In reading the literature of the recent revolt against the 
quantity of money approach to problems of general prices one is struck by the 
degree to which the Banking School, with all its haziness and apparent naiveté, 
anticipated many of the threads of thought in modern business cycle analysis. 

Tooke and Fullarton and others also contrasted an inconvertible with a con- 
vertible currency. They suggested that the Currency School had confused the 
operation of the two types of currency. The Banking School said that a govern- 
ment could issue inconvertible paper at will and hence could influence general 
prices. A convertible currency, however, was not and could not be regulated 
by the issuers (the banks); it was and must be regulated by the demand of the 
public. The argument continued that a currency which was regulated by 
demand could never be overissued because, if the public had a free choice as to 
the amount of currency they would circulate, they would never put so much into 
circulation as to cause a rise of prices. And they had a free choice because a 
convertible currency was issued through bankers’ loans, any redundancy being 
prevented by “the regular reflux of notes advanced on loan.” “It is the reflua,”’ 
Fullarton said, “that is the great regulating principle of the internal currency.’ 
As with many of his doctrines, Fullarton failed to describe precisely the opera- 
tion of the ‘“‘principle of reflux.”” He merely described the repayment of loans 
as the channel through which the public returned to the banks any currency 
for which they had no further “‘use.”” Tooke said that “if the loans or discounts 


48 In “An Inquiry into the Currency Principle, by Thomas Tooke; and an Inquiry into 
the Renewal of the Charter of the Bank of England, . . . by Robert Torrens,’’ Westminster 
Review, XLI (June, 1844) 579-98. 

49 The Currency Principle, p. 85. 

50 Cf. ibid., pp. 73, 76, 79. On p. 79, Tooke says, for example, ‘“‘The truth is that the 
power of purchase by persons having capital and credit is much beyond anything that those 
who are unacquainted practically with the speculative markets have any idea of. The 
error is in supposing the disposition or will to be co-extensive with the power. The limit to 
the motive for the exercise of the power is in the prospect of resale with profit.’’ Cf. also 
Fullarton, Op. cit., p. 73, and J. 8. Mill, ‘‘An Inquiry into the Currency Principle.”” West- 
minster Review, XLI, p. 590. 

51 [bid., pp. 69-71; and Fullarton, op. cit., pp. 58, 130. 
52 Op. cit., p. ix. 
53 Tbid., p. 68. 











ee 








~ 


ee a ea 


ig, Ae 








| 





THE CURRENCY-BANKING CONTROVERSY 151 


are advanced on proper securities, for short periods, the reflux of the notes, if 
any have been issued, will be equal to the efflux, leaving the circulation un- 
altered.” He failed to see, however, that as long as a bank could find borrowers 
and had sufficient reserves it could increase its note issues indefinitely by grant- 
ing more and more loans. The fact that there would be a stream of maturing 
loans would not prevent an increase in its outstanding note issues from taking 
place. 

These writers did not succeed in showing that there was anything inherent in 
the nature of a convertible currency which prevented overissue. Even if the 
argument that notes issued on loan could not be issued to excess is accepted, 
there remains the point that convertible paper*might be paid out by a govern- 
ment and thus take on the character of a forced issue. Fullarton actually ad- 
mitted at one point that it was not the convertibility as such but the “reflux” 
which protected the currency against overissue.™ He also intimated that an 
inconvertible currency might be safely regulated by loan and reflux. 

It seems to have been a fundamental underlying belief of Tooke, Fullarton, 
and Wilson that where the public obtained its supplies of circulating medium 
by borrowing from banks, only that amount would be circulated which was 
necessary to support an independently given level of prices and a given volume 
of transactions. The Banking School seem to have thought that this conclusion 
followed from the proposition that the public could have no motive for desiring 
to possess more currency than that required ‘for the purchases of all individuals 
at current prices. Perhaps these writers were misled by taking into account 
the effects of the actions of only a single individual. The fact that each member 
of a business community might borrow from a bank only that amount of money 
which would suffice to cover his intended purchases at current prices, did not 
prevent a general rise of prices from occurring as the result of the expenditure 
of borrowings in the aggregate. 

The views of the Banking School on the rate of interest were various. At one 
point Tooke denied that a lowering of the rate of interest would lead to a rise of 
prices through encouraging speculation.*” He said that the profit contemplated 
in speculative buying was usually so large as to make the rate of interest a matter 
of little consideration. Furthermore, he said that a fall of the interest rate 
through lowering costs of production would cause a general fall of prices.5* Else- 
where, however, Tooke declared that low rates of interest were very important 
in tending to generate speculation. He said that, generally speaking, supposing 
the existence of motives to speculation there was one condition which seemed 
most highly favorable, if not essential, to its widespread development and that 
was a low rate of interest of some continuance.®® Fullarton’s idea was that the 


54 A History of Prices, IV, 194. 
55 Op. cit., p. 68. 

58 Ibid. 

57 The Currency Principle, p. 82. 
58 Jbid., p. 81. 

59 A History of Prices, IV, 271. 
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recurrent booms were caused largely by periodic over-accumulations of capital 
which depressed the rate of return on investments and impelled investors to seek 
larger yields in risky and speculative undertakings. 

How was it possible for the Banking School to admit, as they did at various 
points, that banks could play an important role in encouraging a cyclical up- 
swing of prices through their loan policies and at the same time deny that the 
supply of money could have an important effect upon prices? The answer would 
seem to lie in the distinction which they continually drew between capital and 
credit on the one hand and the circulating medium on the other.“ Banks loaned 
their capital and credit; these were the sources of purchasing power and hence 
were causal factors in the determination of prices. The amount of the cir- 
culating medium was merely a resultant of the other forces at work. The 
primary causal factor was business men’s anticipations aided and abetted by the 
secondary factor, the availability of capital and credit. 

On the subject of gold flows, the Banking School began with the same premise 
as the Currency School; both groups held that a paper currency ought to conform 
to the principles of a purely metallic currency. The difference between the two 
Schools began with the question as to whether or not the mixed currency of their 
day actually did conform to the laws of a metallic currency. In opposition to 
the Currency School the Banking School answered this question in the affirma- 
tive. The latter group argues that under a purely metallic currency large hoards 
of the precious metals would exist, and the incidence of gold imports and exports 
would be mainly on such hoards and not on the actual circulation, as claimed by 
the Currency School. A net outflow of gold, they said, would be drawn from 
these hoards and hence would not affect the internal circulation. With regard 
to an inflow of gold from abroad, they said that the mere occurrence of this 
would not cause an increase in circulation or induce people to spend more. They 
argued, as indicated above, that it was other factors, such as changes in profit 
anticipations, the yield on investments, and money incomes, which were re- 
sponsible for changes in general prices; an increase in the circulation could only 
take place in response to the operation of these factors. If the specie was not 
“required” in circulation, it would remain dormant in the hoards. 

Tooke described two types of hoards. The first of these was what he referred 
to as the “floating stocks” of gold seeking a market,® and the second (also noted 
by Wilson®) was bank reserves.“ There were, he said, in countries commercially 
developed, whether having purely metallic currencies or mixed ones, large float- 
ing stocks of gold not yet appropriated to any particular use but “seeking a 
market.”” From these stocks might be drawn large amounts for import or ex- 
port, and hence the internal currency would be left unaffected. As to who 


6° Op. cit., pp. 169-71. 
61 Cf. Tooke, The Currency Principle, pp. 35, 73, 79, 85; Fullarton, op. cit., pp. 83-84, 
194, 195-196. 
62 The Currency Principle, p. 9. 
68 Op. cit., pp. 16-21. 
64 Op. cit., pp. 13-14. 
6 The Currency Principle, p. 9. 
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would find it in his interest to hold such stocks of gold or why, Tooke had little 
to say. 

As regards Tooke’s second type of hoards, bank reserves, it has to be ad- 
mitted that, unless 100 per cent metallic reserves were kept, gold flows might 
occur without affecting correspondingly the total volume of means of payment 
(currency plus deposits). The Currency School could still argue, however, that 
under this type of “purely metallic currency” only the deposits would be free 
to vary independently of gold stocks, while before 1844 notes as well as deposits 
could vary freely. 

Fullarton had something different in mind when he spoke of hoards under a 
metallic currency. He imagined that no banks would exist and that for that 
very reason hoards would be maintained by private persons and money dealers. 
He said that it was the very essence of a metallic system that the hoards should 
be adequate for two objects, that they should supply the bullion demanded for 
exportation and should keep up the home circulation to its legitimate comple- 
ment. For such purposes men would either keep a store of specie themselves 
or else keep the means of borrowing their needs from others. On the basis of 
this view, Fullarton argued that if self-interest provided shock-absorbing hoards 
under a metallic system, and if the metallic model was to be respected, bank 
reserves under a mixed currency ought to preserve this shock-absorbing quality.” 

To answer Fullarton’s argument here, it would seem at first glance that the 
Currency School either had todeny his assertions as to the existence of hoards 
under a metallic currency, or else, to abandon the metallic model justification 
and rest their case on other considerations. However, Fullarton himself pro- 
vided a weak point at which his argument might be attacked. He did this when 
describing how it was that hoards under a purely metallic currency would come 
to be used for export. An export of gold represented an export of capital, he 
said, and created therefore an additional demand for capital. This raised the 
rate of interest and drew the gold from the hoards, he argued.** But if this 
argument is correct and the gold would only come out of hoards if the rate of 
interest rose, then the question at once comes up as to whether this rise in the 
interest rate would not at the same time tend to depress business activity, to 
reduce the amount of money in circulation, and to lower prices. 

The main constructive proposal made by the Banking School was that the 
Bank of England should maintain a larger average reserve. The chief pro- 
ponents of this view were Tooke and Fullarton. We do, indeed, find Wilson— 
later, in 1847—advocating the substitution of one and two pound notes for coin 
in order to increase the stock of bullion. But his main reason for this proposal 
seems to have been somewhat different in character from that of Tooke and 
Fullarton. He argued that the country was suffering from a shortage of floating 
capital and that this was a way to obtain more capital.*° John Stuart Mill, 


6 Op. cit., p. 142. 
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while he thought that the proposal to keep a larger average reserve was an im- 
provement on the Act of 1844, was of the opinion that it would be impossible 
to enforce such a rule by law; it could, he thought, only be enforced by public 
opinion.”° 

Tooke and Fullarton proposed that the Bank of England should provide 
itself with enough gold so that a decline of its reserves would not immediately 
necessitate the adoption of restrictive measures. They held that this would 
reduce the recurrent shocks to business. Their attitude on this question was 
greatly reinforced by their belief that most foreign gold flows were of a type 
which would end spontaneously and hence without the necessity for corrective 
action on the part of the Bank of England. 

Tooke’s plan was that the Bank should, during the next inflow of gold, main- 
tain its discount rate above the market rate until its reserves had increased to 
fifteen million pounds. Then, starting with fifteen millions, the Bank might 
allow the next efflux of gold to draw down its reserves to ten millions before 
taking any action to stop the drain. If the drain did not cease atthat point 
it might reasonably be supposed that it was due to deep-seated causes and meas- 
ures should be taken to check it. Such measures would in all probability, he 
said, stop the drain before the reserves had fallen to five millions.” Tooke 
believed that the way to arrest a drain of gold abroad was to raise or lower the 
Bank rate in relation to the market rate. He said that. the rationale of such a 
measure was that it rendered disposable capital in the one case scarce, and in the 
other, abundant; forcing it from foreign countries in the former case and to them 
in the latter case.” 

Fullarton enumerated what he considered to be the most common causes of 
gold drains. He argued that it was impossible to check some of these by action 
on the part of the Bank of England. Such was the case in respect to demands 
from abroad for coinage, for hoarding, for replenishing the treasuries of kings, the 
reserves of banks and military chests of armies.” As he pointed out, these 
demands could only be satisfied with gold and nothing could be substituted for it. 
He did not observe that while this was true, an influx of gold to take the place 
of that exported might be brought about by action designed to affect the ex- 
changes. In another category were drains arising from large imports of foreign 
grain, and those connected with the support of armies operating abroad. It 
was for emergencies such as these, he held, that metallic reserves were maintained, 
and it was in the national interest that they should be used at such times.” 
There were, however, two other important types of drains concerning which he 


70 Report from the Select Committee on Bank Acts, Parliamentary Papers, Vol. X (1857), 
Part I, qs. 2012-2019. 

1 The Currency Principle, pp. 115-17. Cf. also Homer Stansfeld, Comments on the Cur- 
rency Fallacies of Lord Overstone, London, n.d., p. 5; and A Few Reasons for the Immediate 
Reconsideration of the Bank Charter Act of 1844, London, 1855, p. 7; and Robert Cockburn, 
Remarks on Prevailing Errors Respecting Currency and Banking, London, 1844, pp. 57 ff. 
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admitted that action on the exchanges might be desirable.> One was the case 
of an export due to a speculative boom. In this case he thought that the Bank 
did not acquire sufficient control over the market to affect prices until the “mar- 
ket was in the Bank.” He said that usually by that time the tide was already 
at the turn and restrictive measures could only have violent effects, intensifying 
the inevitable reaction. The other case was that of a drain due to “excessive” 
foreign investment. In this connection, while he agreed with Tooke that the 
only method by which the Bank could check a flow of capital abroad was to 
raise its discount rate, he was very skeptical as to the efficacy of such action.” 
Furthermore, he thought that natural forces would inevitably arise to remove the 
cause of this type of drain. 

As a result of the fact that he placed less emphasis than Tooke on the possi- 
bility of pumping in and forcing out bullion, Fullarton placed more on the neces- 
sity of maintaining large reserves.””7 He described several ways in which the 
stock of gold might be economized. He advocated a seigniorage, and he pro- 
posed that the Bank should hold a considerable amount of silver in a form suit- 
able for export. The small note circulation might be reintroduced, he thought; 
and, finally, he favored the idea that the Bank should hold foreign securities to 
be applied to correcting the exchanges where necessary. 

As has been noted above the opposition of the Banking School to Currency 
School reforms did not prove sufficiently formidable to stem the rising tide which 
culminated in the Peel Act. The passage of this Act by no means ended the 
controversy, however. In the years after 1844 the reform measures were put to 
severe test by turbulent events, and fresh outbursts of defense and criticism were 
evoked. It is intended in another and concluding paper to analyze the events 
and discussion which followed the Bank Act, with a view to coming to some 
general conclusions as to the relative merits of the two opposing points of view. 


75 Tbid., pp. 161 ff. 
% Ibid., pp. 149-50. Cf. also Robert Somers, The Errors of the Banking Acts of 1844-45, 
1857, p. 77. 
7 Ibid., pp. 229-39. 
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The Unfinished Task: Economic Reconstruction for Democracy. By Lewis 
Corey. New York: The Viking Press, Inc., 1942. Pp. xiii, 314. $3.00. 
Readers of this Journal are probably familiar with Corey’s general ideas about 

capitalism and democracy as set forth in his “Decline of American Capitalism” 
and other writings. The task of the present book is to explain the rise of totali- 
tarianism in Europe and Asia, to make clear the incompatibility of the principles 
of fascism with American ideals, and to point out the way by which democracy 
may be preserved and strengthened in this country. 

To this reviewer the most interesting chapters are VII, The Nature of Fascism; 
VIII, Communism into Totalitarianism; XI, an analysis of corporate industry; 
and the concluding chapters, XVII and XVIII, in which Corey elaborates his 
ideas about the changes that must come in American business organization, if 
democracy is to survive and flower into a finer civilization. 

Fascism is a “reaction arising out of the failure of democratic capitalism in the 
monopoly age” (p. 77). When the Hitler element at length achieved power, 
Germany became a “corporate state.”” A new economic order was constructed 
that involved the complete suppression of all of the elements of a free capitalistic 
society—the free functional ownership of property, private initiative and enter- 
prise, freedom of organization, free markets, and free competition. Private 
ownership of property remains, but the management and policy-determining 
power is the state. Industry is completely subordinated to the state. 

The historical development in Russia was somewhat different. Communism 
was the objective. Communism is defined as a “perversion of social change.” 
But in fact Stalinist Russia is now a completely fascist state: capitalism is 
suppressed, every person is an employee of the state, the state monopoly of 
economic enterprise is complete. The Constitution of 1936 isa fraud. In both 
fascism and communism we have the complete combination of economic and 
political control. Bad as is capitalism, the new economic order is worse (p. 122). 

In the United States our trouble lies in the growth of monopoly power. Corey 
rehearses the familiar story of the concentration of power in the hands of a few 
great industrialists, the separation of ownership from control, and attributes the 
persistence of economic depression after 1929 to the rigidities of the capitalistic 
system, operating as it does for profit not for production for the general welfare. 
Industrial crisis and depression he explains in terms of the overaccumulation of 
investment capital in relation to the capacity of industry profitably to absorb 
new capital, or from a growing deficiency of consumer purchasing power in 
relation to the capacity of industry to produce goods. 

The solution of the problem is to be found, Corey maintains, in the conversion 
of monopoly corporations into “public enterprises to serve economic welfare” 
(p. 254). Just how the present owners of the monopoly corporations are to be 
disposed of is not clear to this reviewer. Corey says (p. 267): “Ownership is the 
right to income and control . . . The right to income from ownership is eliminated 
in the public corporations. Ownership as the right to control, whether by gov- 
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ernment or by any particular functional group, must be eliminated too. The 
only legitimate claim to income comes from performance of functional services; 
the only claim to control comes from a balance of functional groups in the demo- 
cratic self-government of industry.” Apparently the idea is to confiscate the 
rights of the stockholders if the stockholders perform no useful function. The 
Tennessee Valley Authority is suggested as a type of the corporation of the 
future—no one “owns” it, it makes no payments on ownership claims, it does not 
operate for profit, it is self-supporting, it is operated on a business basis, it is 
largely independent of government control. The “mutualization” of insurance 
companies and savings banks “‘is a progressive recognition that neither owner- 
ship nor profit is necessary for a corporation to perform functional services.” 

What Corey advocates, simply put, is the freeing of industry from its present 
financial controls (these controls operate business for profit only), and the sub- 
stitution of technical-managerial and professional dominance. The persons now 
in industry who belong to the technical-managerial and professional groups are, 
Corey says, already enlisted under the banner of production for use and general 
welfare. They with suitable participation by organized labor and with proper 
governmental regulations can operate the present monopolies in the public 
interest (p. 199-200). 

It is impossible to review adequately in brief compass so interesting and im- 
portant a book. It covers an immense territory and will well repay careful 
reading. The style is excellent. 

The University of Georgia R. P. Brooxs 


Democracy and Free Enterprise. By Thurmond W. Arnold. Norman: Uni- 
versity of Oklahoma Press, 1942. Pp.81. $1.00. 

The views of our “‘trust-busting” Assistant Attorney General are generally 
familiar to economists. He holds that capitalism in America has been suffering 
from cartelization; practised first by industry, then copied by organized labor and 
agriculture. These three groups are obstructing an economy of abundance by 
such devices as high and rigid prices, restrictive practices, and thwarting of tech- 
nological improvements in order to promote their own security. Restoration of 
free competition is the answer. 

In the brief volume under review, little new has been added. Among other 
things Arnold charges that the war effort has been hampered by monopoly 
groups dreading the idea of increased production because it might create post- 
war competition and surpluses which would threaten the profits and the domina- 
tion of the big corporations. He also charges that ‘for the past twenty years the 
economy of the South and West has been developing along colonial lines” 
(p. 37); the East having stifled the development of these two regions. Also 
“local independent capital has been gradually disappearing” (p. 38) in these 
regions. One wonders whether Professor Arnold was as careless of facts and 
analysis in his law teaching at Yale as he is here in his economic history. The 
accusation that the South has been a mere colony of the East (and before that of 
England) had much greater validity in the nineteenth century than during the 
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past twenty years. In fact the Census of Manufactures shows clearly that the in- 
dustrialization of the South has proceeded much more rapidly during the past 
generation than that of the country at large. Nor is local independent capital 
disappearing in the South, if one may judge by bank deposits, for exampie. 
These evidences of capital increased between 1930 and 1940 more rapidly in the 
South than in the nation at large. 

On the main issue, as to whether the breaking up of monopolies and the res- 
toration of competitive, “free” enterprise will solve practically all of our eco- 
nomic problems, serious doubts also arise. Is it possible in a technological age to 
“atomize” business? In dealing with some types of enterprise, may not regula- 
tion be less costly and more conducive to social welfare than smashing? May 
not bigness in many cases be a positive advantage, outweighing the disadvantage 
of its tendency toward monopoly? In the complex world of tomorrow we may 
be sure that there will be no one cure-all. Society will have to attack its prob- 
lems with as varied an assortment of weapons as are being employed today by the 
Chief of Staff of a modern army. 

Woman’s College of the University of North Carolina Apert S. KEISTER 


Below the Potomac, A Book about the New South. By Virginius Dabney. New 

York: D. Appleton-Century Co. 1942. Pp. xii, 316. $3.00. 

There has long been a need for a thorough debunking of the “‘melancholy and 
lamentable” misconceptions of the South persisting in many places. The 
scholarly and liberal editor of the Richmond (Va.) Times-Dispatch in this book 
effectively explains their origin and then torpedoes many of these erroneous sec- 
tional ideas. The student who is seriously desirous of understanding the 
Southern region is directed to follow a middle ground, ‘to view the regional 
canvas in its entirety’’. 

The South is pictured as a region of political extremes where ‘mimes and 
clowns” serve their constituency side by side with dignified and restrained states- 
men. The traditional conservatism of the South, exemplifying “nineteenth 
century economics and ideology”’, is largely attributed to the one-party system 
and the poll tax. 

The beneficence of the Roosevelt Administration is considered at length in a 
chapter entitled, “Dixie and the New Deal”. The South is accepted as “the 
number one economic problem of the nation”, and the proposed remedy for its 
ills is centered around an extension of Federal aid. The conclusion from the 
analysis in this section is that “the era of laissez-faire seems gone forever... 
A... (new) relationship between the citizen and his government is as inevitable 
for Southerners as it is for all Americans”’. 

The most effective portion of the book involves a vigorous attack on the poll 
tax which is called ‘‘an admission fee to the ballot box”. Effective arguments for 
its abolition are presented, and the evil consequences of the tax are listed as cor- 
ruption, atrophy of the democratic process, and a retardation of social legislation. 

Other chapters are devoted to Civil Liberties, Education, The Southern Negro, 
The Decline of Sectionalism, and the South and Foreign Affairs. A concluding 
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chapter points to the future. This serves to summarize the entire book and to 
offer some solutions to southern problems. 

The book, while not an economic treatise, is weakened by its failure to recog- 
nize certain fundamentals of that science; e.g. insufficient attention is given to 
competitive differences between the agricultural South and the industrial areas. 
One is led also to object to the author’s conclusion that the South could not 
produce a university which would exert an influence comparable to that of the 
University of Chicago in the Middle West. At times the book gives the impres- 
sion of being a news account of southern events—though related in an enter- 
taining fashion; and in parts it appears florid as when we are told that, “from the 
crags above Harper’s Ferry to the mesas fringing the Rio Grande, a revolt is 
brewing against the poll tax’’. 

Educators should appreciate the author’s splendid analysis of southern educa- 
tion and his recognition of the work of such men as Hudson Strode of Alabama, 
R. P. Brooks of Georgia, Robert H. Tucker of Washington and Lee, Howard 
Odum of North Carolina and others. And one is encouraged to believe that, 
with the intelligent leadership and research now growing “Below the Potomac”, 
wider “horizons may open before the South after the war than before any other 
American region”’. 

The University of Georgia E. C. GrirriTH 


Deep South: A Social Anthropological Study of Caste and Class. By Allison 
Davis, Burleigh B. Gardner, and Mary R. Gardner. Chicago: University of 
Chicago Press, 1941. Pp. xv, 558. $4.50. 

The complex social structure of the southern community can be described more 
adequately by Negro and white students collaborating than by either working 
independently. The authors of Deep South have shown how much sympathetic 
collaborators can accomplish in the attempt to achieve a realistic interpretation 
of a bi-racial situation. 

The social structure of ‘Old City and Old County” is analyzed in the intro- 
ductory chapter on ‘The system of Color-castes”. There is neither the careless 
grouping of Negroes into a single simple category nor the categoric “white man” 
but a taking into account of variations according to economic status and social 
position within each group. In elaborate detail and with painstaking docu- 
mentation, the authors seek to establish the reality of a caste line as effecting the 
separation of whites and Negroes in a southern community. The character of 
the separation apart, the book is interesting from the point of view of what goes 
on in the stratification of whites and Negroes among themselves. Such cate- 
gories as “upper-upper’’ and “lower-lower” may seem forced and meaningless to 
the reviewer, but he appreciates the description of the white families who have 
the highest status in the community as well as the description of the life of the 
disorganized and uncontrolled whites. 

Not only are many groupings established and defined in the ten chapters de- 
voted to social structure, but life within each group is described and analyzed 
and, what appears to be more important, the conceptions held by each group 
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concerning the others. A good beginning is made in this study, but there still 
remains to be done the analysis of the meeting points of Negro-white relations in 
all their baffling intricacies. The remainder of the book is devoted to the economic 
system influencing and being influenced by the roles of Negroes and white peopie. 
Ownership of land, income, and the system of exploitation are shown to be re- 
lated to status. 

In the opinion of the reviewer, this work, otherwise meritorious, loses a great 
deal by its being squeezed into the limits of a dubious conceptual framework— 
the caste theory. That a study of such potential significance should follow the 
caste fad in its presentation is most regrettable. Application of the term 
“easte” to the social organization of the South was first made by Professor 
Charles Horton Cooley in 1909. Dr. Robert E. Park and other students of the 
race problem of the United States found it convenient in a casual fashion. Then 
came a sudden revival in the use of the concept, which seems to be considered by 
its contemporary exponents a new discovery. Professor Warner, who writes the 
introduction for Deep South, presented his hypothesis in the American Journal of 
Sociology. John Dollard in his book Caste and Class in a Southern Town pro- 
fessed to have had the idea prior to conversations with Professor Warner. Buell 
Gallagher in his volume American Caste and the Negro College states that he ar- 
rived at the idea independently of either Warner or Dollard. This tends to raise 
the question of whether or not the authors had as their primary aim the making of 
a scientific analysis of the social and ecological relations of the area, or merely 
that of illustrating an apotheosized concept. 

Fisk University Lewis W. JoNES 


Millhands and Preachers. By Liston Pope. New Haven: Yaie University 

Press, 1942. Pp. xii, 369. $4.00. 

The development of the textile industry in the South is a subject of personal 
interest. Few topics are charged with a greater amount of controversy. In 
general, the background of the writer has tended to color the findings. Most 
studies by persons in the South have either been favorable or only mildly critical. 
Most of the studies by persons from other sections, on the other hand, have veered 
from the mildly to the severely critical. 

Millhands and Preachers is a study of the textile industry in Gaston County, 
North Carolina in general and of Gastonia in particular. As the title implies, the 
emphasis is on the role the preachers have played in social and industrial con- 
trol from 1880 to the present. A primary concern was the extent to which the 
mill-owners have exercised control over the churches, whether or not the control 
was intentional or incidental. The author found that the preachers generally 
sided with the management in controversial matters, especially in connection 
with union organization and strikes. 

Since the Loray Mill strike in 1929 constituted a major upheaval in the history 
of the textile industry in the South, the author has devoted a large part of his 
study to that tragic incident. Because of the great degree of bias and prejudice 
that was injected into the strike situation, however, it is doubtful if any analysis 
can give a true picture of the conditions before and during the strike. 
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In the effort to appraise wages and standards of living, some attention should 
have been given to wages and standards of living in other lines of work in the 
area and particularly in agriculture, since a large portion of the older workers es- 
pecially were drawn from the countryside. 

In general, the author has made a definite contribution to the literature of the 
textile industry in the South. The study definitely deserves to be classified 
with the relatively small number of socially valuable and objective studies of the 
situation, instead of with the great amount of near worthless material written by 
the vested interests on the one hand and the wholly prejudiced outsiders on the 
other. The bibliography is exhaustive. 

University of Oklahoma J. J. Rayne 


Economic Principles and Modern Practice. By Henry R. Mussey and Eliza- 
beth Donnan. Boston: Ginn & Co., 1942. Pp. x, 840. $4.00. 

Because of the death of Professor Mussey, this volume of Principles was com- 
pleted in final form by Professor Donnan, but in conception and plan it is a work 
of joint authorship. The primary aim is to bring to students in the beginning 
college course an accurate understanding of the economic life about them. It is 
the conviction of the authors, based on many years of experience in teaching, 
that a simpler presentation by a “‘mingling of economic description and economic 
theory, with a seasoning of history,” is more important than a superficial ac- 
quaintance with analytical apparatus. Thus the volume is replete with concrete 
data, examples, illustrative material and historical references. 

The book is divided into six parts with a total of 41 chapters and a list of se- 
lected readings at the end of each part. It follows the conventional approach in 
the order of treatment, beginning with the nature of the economic system and 
continuing with the business organization of production, value and price, mone- 
tary and banking mechanism, distribution and consumption of income and the 
state and economic enterprise. Wealth is defined as consisting of things which 
possess materiality, utility and scarcity. The term “transferability” which is 
often included is thus omitted. Four functions of price are enumerated: the 
limitation of consumption, the affording of free choice to consumers, the effective 
direction of production and the distribution of the product. In the analysis of 
value and price, emphasis is placed on the demand factor, as for example, in the 
statement (p. 239), ‘the purpose has been to emphasize the fact, too often neg- 
lected or forgotten, that demand is the ultimate basis of prices.” Costs under 
unlimited competition and in the long run “exercise a dominant influence over 
the quantity of goods turned out, and therefore over the price that will prevail 
under a given state of demand (p. 293).” 

The analysis of distribution is based on the marginal productivity theory. To 
each producer the prices of the various productive agents represent for him their 
marginal productivity. Indeed marginal productivity is held to be the most im- 
portant single force in our society in determining the distribution of income. If 
properly qualified it is the most “illuminating explanation of wages.” The in- 
terest rate tends to become equal to the marginal productivity of capital. The 
concept of rent is extended to include not only the return from land, but also that 
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from all durable goods such as a building, dynamo or typewriter. The marginal 
principle applies here also though “somewhat differently.” Profits measure 
the excess productivity over that of marginal enterprise. 

The book may be recommended especially for its clear and readable style, its 
abundance of examples and descriptive material and for its realistic approach 
and simplicity. It should therefore make a strong appeal for beginning students 
in economics, and while it may not be found sufficiently analytical for advanced 
study, it should prove to be a highly useful text in elementary courses. 

University of Virginia Tieton R. SNAVELY 


Economic Development in Europe. By Clive Day. New York: Macmillian 

Co., 1942. Pp. xxii, 746. $4.00. 

Economic Development in Europe is essentially a two way extension rather than 
a revision of the author’s Economic Development of Modern Europe, published in 
1933. The first six chapters dealing with mediaeval and early modern conditons 
and institutions furnish justification for the dropping of the word modern of the 
original volume. The events of the last decade are reflected in the addition of 
three chapters to the original nineteen covering England, Russia, France and 
Germany. Five new chapters record the history of Italy, Spain and Ireland. 
Four hundred and forty seven pages have been increased to seven hundred and 
forty six without altering the fundamental! characteristics of a carefully written 
and very readable book. 

The reviewer feels that Economic Development in Europe is essentially a col- 
lection of national histories rather than an organic whole. It is interesting to 
note the relative importance of the various countries as indicated by the chapter 
headings. England and Russia are each dealt with in seven chapters. Germany 
is given five, France four. While Spain and Ireland each have two, Italy has to 
be content with one. It is also interesting to note the author’s reasons for the 
inclusion of Spain and Ireland. “In history,.as in medicine, much may be 
learned from the study of pathology.” The study of weakness may be as im- 
portant as the study of strength. 

We will permit the author to state his aims and conclusions. “Seeking the 
conditions of economic development I have been forced constantly to attend to 
interests outside the economic sphere. Progress in the production of wealth has 
been found dependent on a social and political system that would stimulate ac- 
tivity and enterprise and would assure them their reward.. Permanent improve- 
ment has been found only as economic advances were sustained by a wholesome 
social order, and by efficient political organization.” Here we have the justi- 
fication of the separate treatment of the seven countries: comparison is not in- 
vited, it is compelled. 

The many teachers of economic history who recognize the inadequacy of any 
treatment beginning with the industrial revolution will feel that the work has 
been strengthened immeasurably by the addition of the chapters on mediaeval 
and early modern times. A student’s attention must not be directed exclusively 
to contemporary comparison. Progress is best observed through time. 
University of Virginia D. Cuark HypE 
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Introduction to Social Science: A Survey of Social Problems. By George C. Atte- 
berry, John L. Auble, Elgin F. Hunt and others. New York: Macmillan Co., 
1941. Twovolumes. Pp. xix, 668; pp. xix, 800. $7.00. 

Survey courses in the social sciences which deal with every subject from child 
delinquency to the League of Nations have become legion in American colleges 
and universities in recent years. And to meet this need, a myriad of textbooks 
of every description has been proffered to overwhelm both teacher and student. 
This two-volume work is another recent contribution to this ever-increasing body 
of text material. 

A brief survey of the table of contents will serve to indicate the scope and or- 
ganization of the material presented. The first two parts deal with “Basic 
Factors in Social Problems” (population, technology, and the like), and “Social 
Relations and Social Problems’’, wherein is discussed such subjects as the family, 
delinquency, race, and social control. The third part (“The Competitive Sys- 
tem and Social Problems’) considers topically such problems as business or- 
ganization, competition, money and banking, public utilities, and agriculture. 
The fourth (“Government and Social Problems’’) presents discussions of the 
democratic process, political parties, the federal system, public revenue and ex- 
penditures, and includes four chapters on international affairs. The arrange- 
ment throughout the book is thus topical and functional rather than historical or 
compartmentalized according to the traditional academic disciplines. Each 
volume has a separate index and table of contents (as well as the same foreword 
by Dr. Louis Wirth of the University of Chicago and the same preface by the 
authors); at the end of each chapter is a list of “terms to be understood,” ques- 
tions for discussion, and brief bibliographical references for further study. Al- 
though now in two separate volumes, a single-volume edition is projected. 

To the reviewer, this book commends itself highly as a possible introductory 
text in the social sciences on the junior college or college and university level, and 
for at least three reasons. In the first place, the material is much better balanced 
than in many similar textbooks, which so frequently emerge as outlines of 
sociology or pure and applied economics or American problems of government. 
This book is the crystallized result of some seven years of experience in con- 
ducting the social science survey courses in the three Chicago Junior Colleges, and 
is not written by historians, economists, or other academicians per se. In the 
second place, the book is not a compendium of ill-digested historical facts, col- 
umns of statistics or lists of governmental bureaus; it is well integrated to show 
functional interrelationships. Although sweeping generalizations are occasion- 
ally made, broad trends and tendencies of social, economic, and political institu- 
tions are capably and clearly presented. Finally, the book is arranged in such a 
way that considerable latitude is possible in adjusting to the individual institu- 
tional course. It is inevitable in dealing with such a broad subject that the 
teacher may desire to omit, supplement, or rearrange the topics covered; the 
authors have foreseen this eventuality and as a consequence the text is flexible 
enough to allow such alterations without disturbing too much the continuity. 

In a book of this type, authors have two special problems: One is that of em- 
phasis—factual versus interpretative material; economic versus political emphasis, 
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and the like; the other problem—that of organization—the authors have sur- 
mounted admirably. However, three suggestions are here offered for the future 
revisions which may be in store for the book: more emphasis on a coordinated 
history of political parties (the present discussion is a four-page tabulation of 
dates and names); more space given to such topics as civil liberties which have 
assumed even greater importance in recent years; and lastly, a separate (fifth) 
topical division on International Affairs, somewhat expanded to include more ma- 
terial on Latin America and the Far East. 

Generally speaking, An Introduction to Social Science is readable, interesting, 
and well balanced, and is one of the best integrated of the recent texts covering 
the social sciences on the college level. 

The University of Florida RussELL E. MIm.er 


The Analysis of Economic Time Series. By Harold T. Davis. Bloomington, 

Indiana: Principia Press, 1941. Pp. xiv, 620. $5.00. 

This important book explains many statistical techniques which the author 
has found useful in the analysis of time series and states a number of generaliza- 
tions based upon analyses of time series undertaken by himself and others. In- 
cluded also are tables for appraising the significance of terms in a Fourier 
sequence. 

The author is impressed with the resemblance of economic time series to series 
encountered in physical experiments. Consequently his concepts, tools, and 
terminology will be most readily grasped by those who have a knowledge of phys- 
ics. To obtain an understanding of the tools that Professor Davis presents, or 
even a good working knowledge of them, the reader must be well versed in 
mathematics. 

A complete array of statistical methods applicable to time series is not offered. 
Seasonal variation in particular is skimped, and the only methods discussed are 
the link relative method and the method of harmonic analysis. In trend fitting 
the logistic curve is emphasized, and a method of fitting is explained that is a 
modification of a method by Hotelling. Harmonic analysis in its various aspects 
is thoroughly covered. Two noteworthy chapters are devoted to testing the 
randomness of observations with respect to time, and to degrees of freedom in 
economic time series. In a chapter on forecasting "avis develops formulae 
for the standard error of a forecast. His formulae take into consideration not 
only error due to sampling variations, but also due to the wrong choice of curve. 
The amount of error varies with the distance the trend is extrapolated, and 
becomes infinite if extended for a full length beyond the data. Index number 
construction is barely touched upon, but the author seems to favor Fisher’s 
“ideal” index number. A new formula is offered for a frequency distribution 
following approximately Pareto’s law, but valid over the whole range of the data 
beginning with the “wolf point.” 

If the non-mathematical reader will detour the parts of the book that he can’t 
negotiate, and will concentrate on the economic discussion, he will find many in- 
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teresting conclusions, presented with varying degrees of confidence. Among 
these are: 

1. Intrinsic elasticites in the American economic structure, associated with the 
durable goods industry, but subject to erratic shocks, produce a 40-month cycle. 
A 10-year cycle is perhaps accounted for by sun spots, working not through agri- 
cultural production, but through human psychology. A 20-year cycle is ac- 
counted for by building activity, and is tied up with the rate of depreciation on 
buildings. A war cycle is of 50 years duration, since it takes 25 years to liquidate 
war losses and another 25 years to build up economic resources for another major 
war! This war cycle is also connected with the average length of human life. 

2. The Pareto law of distribution is a fundamental law founded on the distri- 
bution of special abilities. Revolution is likely to occur whenever the concentra- 
tion of income departs markedly from the Paretian level, since this particular 
level is necessary for supplying capital for full employment. 

3. Carl Synder’s theory of the relationship between money and prices and the 
trend of trade is substantially accurate, but should be modified slightly on ac- 
count of the periodic movement of about 50 years in the velocity of circulation 
of money. 

4. To date the degree of success of professional forecasters is about what would 
be expected from the operation of chance. But the problem of forecasting, while 
unsolved, is probably not unsolvable, since permanent structures in economic 
time series exist. 

5. The analysis of economic time series can do much toward providing an 
economic interpretation of history. The author offers some conclusions along 
this line. 

The reader of this review will undoubtedly form an underestimate of the con- 
tent of the book, especially as to the statistical techniques presented. A rich 
storehouse of sharp tools is contained between the covers of the treatise, and a 
careful reading of the exposition of statistical methods will amply repay the 
mathematically competent economic statistician. The reviewer is not quite so 
confident as to some of the economic conclusions. He is of the opinion that there 
are sharp differences between dynamic economics and physics as sciences, and he 
doubts that economic time series are as permanent in their structure as the author 
appears to presume. Rather, he believes that both the technical basis and the 
institutions of economic society are continually changing, and that generaliza- 
tions from economic time series must be limited in their scope. 

University of North Carolina Duprey J. CowDEN 


The Long-Run Behavior of Costs in a Chain of Shoe-stores: A Statistical Analysis. 
By Joel Dean and R. Warren James. Chicago: The University of Chicago 
Press, 1942. Pp. ix, 54. Paper, $1.00. 

The authors had a rare opportunity, of which they took full advantage, to 
study a question to which economists are always wanting an answer: what is the 
functional relationship between output and costs? The novelty in this study is 
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that it was in the merchandising field, and that several variables which are usu- 
ally uncontrollable have been controlled. The stores were all shoe stores, and 
sold men’s and children’s, but not women’s, shoes. They were all in one metro- 
politan district, and, belonging to one chain, were highly standardized. That 
some of the management costs reposed in the chain headquarters and were ap- 
portioned on an arbitrary basis is one of the disadvantages of the data. 

The statistical analysis reveals a slight tendency toward increasing costs, both 
when costs are taken as a whole and when they are broken down into classes. 
The exception is in building expense, where a straight line relationship is found. 
Simple regressions of logarithms are used for total costs, simple regressions of 
original figures for average costs. 

The study ends with a rather absurd investigation into the “theory” of the 
increasing cost relationship which was found. Instead of breaking down the 
cost figures until the source of the increase per unit of output was found—or at 
least of indicating this as the next step which should be taken—the authors allow 
their theory to lead them to the hypothesis that intensity of utilization decreases 
with the size of the store. Their attempt to substantiate this statistically breaks 
down because of their inability to define “capacity.” Perhaps they would have 
done better with some other hypothesis, such as that the better paid salesmen 
drift to the larger stores. 

In general, the statistical part of the study is a worthwhile contribution to the 
literature of practical economics. 

University of Kentucky Epaar Z. PALMER 


Management’s Adjustment to the Changing National Economy. Edited by Wil- 
liam N. Mitchell. Chicago: University of Chicago Press, 1942. Pp. viii, 
61. $1.00. 

This pamphlet includes four papers pertaining to the role of modern manage- 
ment in present-day problems. The first, contributed by James Webb Young, 
outlines three adjustments management must make in relation to consumer satis- 
faction: (1) avoidance of “priorities unemployment,”’ (2) maintenance of free 
choice of goods and services (referred to as the fifth freedom), and (3) establish- 
ment of economic security for all. The second, written by Raleigh W. Stone, 
examines the problems of management as employer. Criticizing management, 
unions, and government alike for failure to solve the labor problem on either 
economic or moral grounds, the article demonstrates that management must: 
(1) make work a satisfactory way of life, (2) work to attain wage flexibility, (3) 
cooperate in establishing an effective labor market, and (4) explode the Santa 
Claus notion that the nation owes everyone an American standard of living, if 
full utilization of manpower and preservation of the Democratic way of life are 
to be achieved. The third, entitled ‘The Role of Management in the Or- 
ganization of Resources of Production” by Lewis C. Sorrell is, curiously enough, 
a discussion of managerial organization principles and practices coupled with 
lament that scholarly investigation of the management phenomenon has been so 
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scant. (It seems undeniable that scientific investigation of organization prob- 
lems offers a fertile field for research.) The last, an interesting contribution by 
Willard L. Thorp on “The Role of Management as Innovator” discusses some of 
the factors tending to discourage innovation, including: (1) the changing char- 
acter of competition, (2) the rise of vested interests, (3) the increasing influence 
of government, and (4) the organizational resistance of self-perpetuating, do- 
nothing executives and directors of many large corporations. The author sees 
some hope in the substitution of strong boards of directors for the present rubber 
stamp variety, as a solution to the problem. 
University of North Carolina Joun E. Dykstra 


The Dynamics of Industrial Democracy. By Clinton 8. Golden and Harold J. 
Ruttenberg. New York: Harper and Brothers, 1942. Pp. 351. $3.00. 
The teacher of labor economics and his students will undoubtedly find this 

book one of the most useful that has appeared in many years. Based upon Mr. 

Golden’s long service in the trade union movement and his recent experiences, 

shared with his collaborator, of five years of collective bargaining in steel, the 

book gains rather than loses from the fact that it is a frankly partisan account. 

Mr. Russell W. Davenport, in a foreword, suggests that “if you extend Mr. 

Ruttenberg into the future as far as Mr. Golden extends into the past you get a 

big slice of American history-in-the-making”. Even a casual reading of The 

Dynamics of Industrial Democracy impresses one with a strong sense of the pro- 

jection into the future of the policies and techniques being developed in one of the 

most progressive and forward-looking branches of the labor movement. 

The wealth of material which the authors have drawn from the files of the 
SWOC is marshalled into a logical sequence and pattern of development. 
Briefly, it is their contention that constructive collective bargaining is a con- 
tinuous process, that the logical culmination of such collective bargaining is 
genuine union-management co-operation which alone can release the productive 
potentials of which industry is capable, that this can be achieved only when the 
stultifying effects of pre-union antagonisms have been buried and forgotten, and 
that this co-operation must be based upon the union shop. Functionally con- 
nected with the main argument, their analysis of the case for the union shop, in- 
cidentally, is one of the most enlightening and constructive that this reviewer has 
seen. But in the final analysis, caution the authors, the future of industrial 
democracy depends on the extent to which full utilization of resources is achieved. 
To this end they counsel and predict the development of industry-wide collective 
bargaining with union-management co-operation within the framework of na- 
tional economic planning. 

While Messrs. Golden and Ruttenberg do not point their arguments primarily 
and directly to the 1941-42 labor and industry situation, the book will be of 
great assistance to students and laymen who wish to understand the unions and 
their fears and anxieties at this time. The authors claim that thorough-going 
union-management co-operation plus national economic planning will electrify 








168 BOOK REVIEWS 


our war effort. Not only, they argue, will it permit the relase of tremendous 
productive energies contained in labor’s ranks, but will hold out to the unions a 
promise that we will not tolerate a return to the stagnation of the thirties ren- 
dered more deadly still by the paralyzing effects of postwar dislocations. 

It is worth noting that the authors call attention to the fact that the imple- 
mentation of their recommendations must force the unions to face squarely the 
economic effects of the price and production policies of the industries in which 
they operate, and to hesitate in the future, to leave these determinations to 
management alone. It is to be hoped that the authors and other labor leaders 
will develop the implications and possibilities that would follow the adoption of 
such viewpoints and activities, 

Queens College, New York Vera SHLAKMAN 


Workmen’s Compensation in North Carolina. By John Maynard Keech. Dur- 
ham: Duke University Press, 1942. Pp. ix, 198. $3.00. 

“After eleven years of operation under the (North Carolina) Workmen’s Com- 
pensation Act,” declares the author, “there is need to look back, to evaluate the 
work accomplished, to note weaknesses in the law or its administration . . . and 
to reassemble the story of its background and its passage.’”’ This he undertakes 
in the present volume. 

The result is a compact, vigorous study which is neither quite as broad in its 
scope as the title might indicate, nor as narrow as the table of contents might 
suggest. A brief introduction deals with the inadequacy of the law of employers’ 
liability, and with the development of workmen’s compensation, here and abroad. 
This is followed by a chapter on the legislative history of workmen’s compensa- 
tion in North Carolina, in the course of which, in addition to an account of the 
initial passage of the Act, the author manages to say something about the chang- 
ing industrial picture in the State over the years, and to call attention to the 
amendments which have been made since the Act was passed. Succeeding 
chapters deal with the administration of the Act, the Industrial Commission’s 
work in the field of accident prevention, and with workmen’s compensation insur- 
ance in the State. The author’s criticisms and recommendations are set forth 
in a short concluding chapter. 

While he admits having emphasized certain phases of the subject at the expense 
of others, for reasons of space, his emphasis is well placed, and the really impor- 
tant aspects of the subject have been well explored. Had space permitted, some 
comparison of the North Carolina Act with those of other states would be helpful 
to the reader, a fact which the author notes. 

Mr. Keech has rendered the State a valuable service in his study and appraisal 
of its Workmen’s Compensation Act. Observing that the State was fortunate in 
getting a pretty good law to begin with, he points out where it has been strength- 
ened by certain amendments, and where weaknesses which should be corrected 
still exist. An example of the latter is the large number of exemptions from cov- 
erage—sawmills and logging operations, for instance, are not covered if employ- 
ing fewer than fifteen workers. He calls attention, among other things, to the 
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insufficiency of the data on which to judge the efficiency of certain phases of ad- 
ministration, to the need for greater coordination of the work of the Industrial 
Commission with that of the State Department of Labor, and to the desirability 
of relieving the members of the Commission of their present workload in order 
that they may have more time for supervisory, administrative, and policy-de- 
termining functions. The legislators of North Carolina and all others who are 
interested in having an adequate, efficiently administered workmen’s compensa- 
tion law will do well to give this study serious consideration. 
University of North Carolina H. D. Wor 


The Women’s Trade Union Leagues in Great Britain and the United States. By 
Gladys Boone. New York: Columbia University Press, 1942. Pp. 283. 
$3.50. 

Heretofore it has been possible to discover only isolated chapters devoted to the 
organized efforts of women within the labor movement. This book contributes 
much toward overcoming this particular deficiency in the current field of labor 
literature. Dr. Boone is well qualified for the task she undertook—a chronicle 
of the aims, struggles, and achievements of the Women’s Trade Union Leagues in 
Great Britain and The United States—having been intimately connected 
with both. 

The author points out that the Leagues cut across two great movements de- 
voted to the welfare of women: the feminist movement and the trade union move- 
ment. Because of this fact the work of the Leagues covers a broad field of en- 
deavor, and their membership and leadership embrace all social classes. 

The major portion of the book has to do with the history of the National Trade 
Union League of America. The League was organized and operated with two 
principal objectives: the fostering of trade union organization among women 
workers and exerting ‘“‘pressure’”’ for the passage of laws designed to raise the 
status of all women. In reading this report one comes to visualize the pictureof 
a small group of courageous women whose pioneering zeal remains undaunted in 
the face of discouraging obstacles: active antagonism of employers and anti- 
feminists, half hearted co-operation of labor unions, public apathy. That they 
achieved no small measure of success is a tribute to their perseverence, intelli- 
gence, and devotion to their cause. 

The work is authoritative and well documented. Most of the material came 
from first hand information and original sources. It is written with meticulous 
attention to details, many of which, in the reviewer’s opinion, might well have 
been relegated to footnotes and appendices without detracting from the value 
of this worthwhile book. 


University of Arkansas GrorGE E. HUNSBERGER 


The Theory of Prices, Vol. II. By Arthur Marget. New York: Prentice-Hall, 
1942. Pp. xxv., 802. $6.00. 
The second volume of Marget’s Theory of Prices is one of several studies in 
which the author proposes to set forth a full statement of his views on money, 
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prices, production, and interest. This volume is concerned very largely with the 
relation of money to prices and price movements. The discussion of fluctuations 
in output or the function of interest rates is reserved for fuller discussion in sub- 
sequent volumes, which will complete Marget’s presentation of his theory of 
money and the economic system. 

As may be expected from Marget’s previous work, this volume combines a 
history of monetary doctrines and a commentary on current monetary theory 
with a systematic development of the author’s theory of prices and price move- 
ments. This combination is novel, particularly in a work primarily intended to 
extend the theory of money and prices. The intelligent reader will not quarrel 
with an author’s method of presentation, particularly with an author of Marget’s 
extraordinary knowledge of the literature on money and economics. 

Marget has much to say on the interpretation of monetary theory and value 
theory. There can be no disagreement with the conclusion that there is no 
special merit in the formal use of value theory concepts that do not contribute 
to an explanation of monetary problems, and that it is important to utilize fully 
all aspects of value theory that contribute to the explanation of monetary 
phenomena. There are also helpful discussions on “process analysis”, and 
“macroeconomic and microeconomic” analysis. The reviewer can pass by these 
discussions without extensive comment, although they are well worth careful 
reading. 

Some of the more important of Marget’s views may be summarized as follows: 
Price behavior can be explained in terms of stream equations of the type used 
by Fisher; such equations can be developed for the flow of expenditure on groups 
of commodities or even on individual commodities; changes in the individual 
streams of expenditures can be explained in terms of Marshallian elasticity of 
demand; changes in the structure of money prices are the result of differences 
(and changes) in particular demand and supply curves. 

Marget’s theory of money, it must be repeated, has not been completed with 
this statement. We need his theory of the relation of money to output to relate 
changes in particular demand schedules to the level of money income. As it is, 
the skeptical reader may still be unconvinced that particular demand schedules 
are more important than the whole level of income (Keynes’s effective demand) 
in explaining fluctuations of expenditure for most commodities. So far as in- 
dividual price changes, rather than individual expenditure flows, are concerned, 
Marget seems to this reviewer to exaggerate the importance of elasticity of de- 
mand and to underestimate the importance of elasticity of supply—that is, cost 
curves. With considerable short-period rigidity in prime costs, elasticity of 
demand (and changes in demand) may play a secondary role in relative price 
changes, although unquestionably of significance in determining the relative 
changes in the flow of expenditure on individual commodities. 

Marget has emphasized the point that the growth in understanding of mone- 
tary phenomena is a process of accretion, progress being made gradually with 
small contributions. His new volume is a contribution toward such progress. 
Washington, D. C. EK. M. BERNSTEIN 
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Monetary Theory, A Modern Treatment of the Essentials of Money and Banking. 
By George N. Halm. Philadelphia: The Blakiston Company, 1942. Pp. 
xi, 347. $3.50. 

The author states in his preface that the “institutional and historical charac- 
teristics of the various money and banking systems are ably described in the 
works of other authors. The main object of this book is to complement such 
treatment by a more detailed theoretical analysis.” Unquestionably Mr. 
Halm has succeeded amazingly well in achieving his objective. The book is no 
mere rehashing of the ideas of Wicksell, Keynes, and others. It presents the 
most significant views of these and many other writers in an extremely lucid 
fashion, always, however, in a manner calculated to bring to the reader a clearer 
understanding of monetary phenomena rather than an array of conflicting 
authorities. 

As so often happens, the first chapter is very general in character and could 
be omitted without injuring the book. The discussion of bimetallism in Chapter 
9 is also unsatisfactory, since it is based upon the erroneous view that bimetallism 
involved the redemption of “standard” money in either gold or silver. 

In his discussion of the loanable funds theory of interest, Halm appears to 
overlook the fact that many loans come into existence without the transfer of 
“funds” from lender to borrower. Such loans are common in real estate trans- 
actions where “purchase money” mortgages are used. Halm clearly prefers the 
loanable funds theory to the Keynesian liquidity preference view which he con- 
siders to be untenable as a complete explanation. 

In Chapter 5, under the heading, ““Managing the Quantity of Money,” Halm 
presents an excellent discussion of discount policy, open market operations, and 
changes in reserve requirements. 

The last half of the book deals with interest and business cycle theories in a 
manner to make the book valuable to students both of economic theory and of 
business cycles as well as to elementary and advanced students of money. 

College of William and Mary 8. D. SourHwortH 


Investments. By G. W. Dowrie and D. R. Fuller. New York: John Wiley and 

Sons, 1941. Pp. viii, 631. $4.00. 

Evidently this book is intended to serve as a text for an introductory course 
in investments. For such purpose the authors present an extremely readable 
and well organized book along orthodox lines. However, it could not be used 
effectively by students who have already taken courses in corporation finance 
and money and banking unless supplementary material is introduced. An in- 
structor might profitably use such supplementary material in order to give 
students a better understanding of the methods of individual security analysis. 
It is one thing to set up a body of principles dealing with security analysis; 
it is quite another to teach students to apply such principles in a particular in- 
stance. 

The book is divided into five parts. Part I (Chapters 1-3) gives a description 
of the nature and historical development of investment, followed by a discussion 
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of the supply of and demand for capital. It is unfortunate that the authors did 
not present a more detailed analysis of the factors influencing the supply of and 
the demand for capital. For example, the international flow of capital is pre- 
sented in only one paragraph. 

The authors convey the impression that bank credit cannot be considered a 
source of supply of capital: “Although it is true that capital may also be created 
through bank credit, such credit is only a device for anticipating future savings, 
which will be necessary to retire it.”” (p. 28). 

Throughout American history, bank credit expansion has been an important 
source of business capital. While each particular credit advance had to be 
liquidated eventually out of savings, the continuous creation of new bank 
credits provided a constantly expanding total supply of capital funds which 
otherwise simply would not have been available. 

Part II (Chapters 4-7) follows the traditional approach in discussing in ortho- 
dox fashion the various types of investment media, investment banking, and 
securities markets. Practically nothing is said about governmental supervision 
of trading in securities. Floor traders and commission brokers are described, 
but no mention is made of the reorganization of the stock exchanges; a process 
to which the floor trader was bitterly opposed, while the underrepresented com- 
mission broker favored reorganization. Surely the role played by William O. 
Douglas in this respect deserves more than the casual reference to ‘‘severe 
criticism by the government”. 

Competitive bidding is dismissed with such generalizations as ‘what is every- 
body’s business is nobody’s business” and “the kind of remedy that is worse 
than the disease it seeks to cure.”” The authors fail to stress in their summation 
of the arguments for and against competitive bidding such factors as the credit 
position of the issuer, amount and terms of the issue, and the state of the capital 
market. Competitive bidding in a strong market and in a weak market are 
certainly two different problems. 

Part III (Chapters 8-17) is primarily an analysis of the various risks faced by 
the investor; in addition, three chapters are devoted to institutional investment 
problems. In view of present trends, it would seem that the increasing impor- 
tance of the common trust fund deserves a better treatment. Too much em- 
phasis is placed on the matter of maturity of bank investments either for sec- 
ondary reserve or for general investment purposes. For a sound investment 
account of a bank, maturities, according to the authors, should not be in excess 
of five years. That maturity as guide can easily be overemphasized is illustrated 
by the record of the Chicago, Rock Island and Pacific 4% issue due in 1934 
which was selling at 99} during 1930 and 1931. Two years later, the market 
price ranged from a high of 39 to a low of 16. 

Part IV (Chapters 18-31) is devoted to investment analysis. In this part 
of the book it would be very helpful if problems were to follow each chapter. 
Part V (Chapter 32) is an extremely well written advice to the investor. 

The problems of war and inflation are treated in a very incidental manner. 
Little is said in the book in regard to the structural changes which our economy 
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has undergone and to their repercussions on the investment problem. Consid- 
erable progress has been made in the integration of monetary and general 
economic theory. A book dealing with investments must go beyond descrip- 
tion and present the surrounding theoretical frame-work if the student is to 
appreciate the true problems of the individual, and particularly, of the institu- 
tional investor. 

Miami University Paitiee H. LoHMAN 


Highway Economics. By Harry Tucker and Mare D. Leager. Scranton: 

International Textbook Company, 1942. Pp. x, 454. $4.00. 

This book brings under one cover a treatment of the economic phases of the 
administration, finance, operation, location and design of highways. The 
material is drawn from related, but heretofore scattered, sources. The text 
begins with a statistical and historical sketch of highway development and then 
describes in detail the work and procedures of the state-wide planning surveys. 
The latter are joint projects carried on cooperatively by the several state high- 
way departments and the U. 8. Public Roads Administration. These surveys 
have developed a wealth of factual information regarding highway facilities 
and road use which is basic for economic studies in the highway field. 

Economic principles and formulas applicable to highway cost and comparison 
studies are given together with a discussion of interest, present worth, capi- 
talized value, rate of depreciation, and practical considerations modifying the 
strict application of economic findings. 

Methods for financing highways are discussed, such as by borrowing, pay-as- 
you-go, and tolls. The sources of current funds for highways are described and 
the methods in use for taxing motor vehicles are reviewed. The incidence of 
motor vehicle taxes is analyzed in some detail with respect to the classes of 
owners reached and the effect of the tax rate on the total tax yield. 

Adequate accounting is not only essential to efficient administration and 
operation of the highway plant but it is also the means for accumulating neces- 
sary factual data for economic studies. The text gives examples of standard 
accounting methods applied to highways and also discusses standard costs and 
equipment rental. 

The procedure for allocating highway costs to different classes of beneficiaries 
is discussed in a general way, reference being made to reports on this subject 
published by Joseph B. Eastman and others. Highway costs for allocation 
purposes are defined and examples given of methods used to divide such costs 
between motor vehicle users and the general public and for allocating that 
portion assignable to motor vehicle users among different sizes and weights of 
vehicles. 

Considerable space is devoted to motor vehicle operating costs and to the 
performance of motor vehicles on grades. Such information is essential for 
making comparisons between different types of pavement and between alternate 
locations having different alignment and grades. 

Other important factors of a less tangible nature do not escape attention, such 
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as the value of loss of time and accident loss. An effort is made to express 
these losses in monetary terms. 

This book will serve as an excellent text for advanced courses in highway 
transportation and as a reference for highway designers studying problems of 
location, and for highway administrators in obtaining a picture of the economic 
phases of finance, accounting and taxation with which they are charged. 

Massachusetts Institute of Technology A. J. Bone 


The Economics of Public Utility Regulation. By Irston R. Barnes; New York: 

F. 8. Crofts & Co., 1942. Pp. xxiv, 951. $5.00. 

Here is a new public utilities text written along more or less traditional lines 
but including considerable new material. Its focus, according to the Preface, 
is upon public utility economics. The volume’s nine hundred odd pages are 
apportioned approximately equally among three major topics: first, an introduc- 
tory discussion of the nature of public utilities, the legal basis for regulation, and 
the instruments of control; second, the rate base and rate of return; and third, 
recent developments in public utility regulation. 

The most important contribution of the introductory chapters is found in 
those passages in which the author treats the development of public utility law. 
A particularly valuable discussion is a review of case history in the matter of 
jurisdictional conflicts between state and federal authority. An equally in- 
teresting passage deals briefly with the right of judicial review. 

The series of chapters on rate regulation would be well worth while, if for no 
other reason, for the excellent emphasis which they place upon the false nature 
of the analogy of rate making to condemnation proceedings. This point has 
been well made elsewhere by Professor Robert Lee Hale, but it should be re- 
peated in every utility text. As Professor Bonbright has argued, any use of the 
term ‘“‘value” in connection with the rate base is at best ill-advised. Professor 
Barnes’ conclusions on rate regulation, put most concisely, are in favor of a 
modified prudent investment principle of valuation. To such a rate base he 
would apply a composite rate of return determined by the company’s financial 
structure. A “barometer” or equalization fund would be set up, and certain of 
the incentive features of the Washington Plan would be adopted. 

While this reviewer would class Professor Barnes with those who continue to 
place their major reliance upon the public service commission as the basic agency 
of control in the public utility field, it is evident that our author is not unaware 
of the weaknesses of commissions in the past. Indeed, he appears to place 
more of the blame for the often-alleged “breakdown” of regulation upon the 
commissions than upon the courts. Thus, it is quite consistent that he treats 
recent extentions of federal authority over hydroelectric installations, security 
issues, and holding company activities, and recent federal entrance into the 
power operating field from the point of view of their impact upon the general 
public program of utility regulation. This impact he finds to be, on the whole, 
advantageous. 

From a pedagogical standpoint it is unfortunate that the volume has relatively 
small print and that at some points the discussion does not seem closely inte- 
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grated and moves forward only slowly. On the other hand, the author’s eco- 
nomic reasoning is generally good, and his legal analysis is unusually keen; the 
volume is complete and up to date; it is well annotated; and at the back of the 
book there are a chapter by chapter bibliography, a complete index, and an 
an excellent table of cases. 


Washington, D. C. JoserH 8. RANSMEIER 


Administrative Procedure: A Practical Handbook for the Administrative Analyst. 
By Comstock Glaser. With an introduction by Arthur N. Holcombe. 
Washington, D. C.: American Council on Public Affairs, 1941. Pp. 207. 
Cloth $3.00, paper $2.50. 

Undergraduate courses in public administration have long emphasized the 
basic objectives and principles to be observed in the administration of public 
affairs, rather than the detailed procedures by which specific administrative 
situations may be analyzed. This is partly attributable to the recency of the 
professionalization of administrative analysis and the resultant lack of methodo- 
logical literature. A further explanation is that sound grounding in funda- 
mentals of administration has seemed more important than emphasis upon 
techniques of limited value to the majority of students in undergraduate colleges. 

Dr. Glaser provides a very useful handbook for the professional student of 
administration. Here are practical examples of the usefulness of work-load 
analyses, work-flow charts, procedure manuals, progress reporting, and similar 
analytical tools. The methods of analyzing administrative phenomena by 
function, by organization unit, and by administrative sequence are reviewed. 
The greater part of the volume is devoted to the planning, execution, and control 
phases of administration, with special attention to personnel and purchasing 
problems. <A concluding chapter relates administration to the physical, political, 
legal, and socio-psychological environment within which it must operate. 

Most of the positions taken by the author will be recognized as eminently 
sound. The number of steps in an administrative sequence should be as few 
and short as possible. Executive heads of organization units should be freed 
of routine and action-impeding chores. “Operation in any field should be 
decentralized as far as possible, without sacrificing adherence to basic programs, 
policies, and standards.” ‘The span of control is determined by the volume 
of work required in controlling rather than by the number of people whom the 
controller directs.” “Control mechanisms should not delay functional opera- 
tions.” ‘The relative importance of training and ability in the particular 
subject-matter and in administration as such varies according to the size of the 
enterprise managed.” ‘‘As a general rule, tasks should be distributed by line 
function rather than staff function.” ‘Tasks should be assigned to the lowest 
levels consistent with proper performance.” ‘The activities most advan- 
tageously centralized in staff units are those least related to the specific subject 
matter of administration and having standard techniques applicable to any 
field of activity.” 

Dr. Glaser’s attempt to clarify various types and roles of staff agencies is 
stimulating, but somewhat obfuscating. The basic position appears to be that, 
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although formal division of functions between line and staff agencies should be 
weighted as much as possible in favor of the line, the staff official should have the 
right to issue orders in his own name directly to line officials. At the same time, 
the author pays lip service to the finding that ‘it would be awkward for sub- 
ordinates to receive instructions on what to do from one official and on how to 
do it from another.” 

This volume deserves to be recommended to administrative analysts, and to 
teachers undertaking to train students for a career in governmental adminis- 
tration. 

War Production Board, Washington, D.C. JAMES W. FESLER 


Farm-Mortgage Credit Facilities in the United States. By Donald C. Horton, 
Harold C. Larsen, and Norman J. Wall. Washington: United States Govern- 
ment Printing Office, 1942. Pp. vii, 262. $0.55. 

This report deals not only with the historical background of the present farm 
mortgage credit situation and with the federally sponsored loan agencies, but 
also with current problems and issues in the field of farm mortgage credit; it 
thus constitutes the most complete treatise on farm mortgage credit facilities 
in the United States. Hoc erat in votis! 

Here, in one book, is assembled information which was heretofore to be ob- 
tained from such different sources as the U. 8. Census, the annual reports of the 
Farm Credit Administration, extension bulletins, mimeographed materials of 
Federal Agencies, etc. Nevertheless, this feature is of less value than the 
original contributions of the authors. 

Of especial value to the student of farm credit are the data on mortgage 
indebtedness by State, on interest_ charges, on loan fees. It is lamentable that 
data on average contract interest rates and on size of farm mortgages, which 
“are available on request to the Bureau of Agricultural Economics,” have been 
given for only a few States. 

As a whole the first two parts effectively portray the evolution of Federal farm 
mortgage credit agencies from a timid attempt to regulate the credit market 
by means of federally sponsored competition to the present-day system of credit 
with subsidised interest payments. 

In the discussion of current problems and policies the caution generally asso- 
ciated with official publications is happily mingled with keen and thought- 
provoking appraisal of facts and trends. Especially worthy of mention seems 
the discussion on interest subsidies which is also one more indictment of the 
“blanket approach” too often used in agricultural policies. To the perhaps 
too-exacting reviewer, the last part seems to present two flaws: first, the use of 
farm credit in the furtherance of other agricultural programs is too lightly 
touched upon; second, the contribution of Federal credit agencies to the control 
or inflationary rises in land values is not discussed. 

While bestowing all praise upon the authors of this work, the need for a similar 
publication on the vexata quaestio of production credit is affirmed. 

N.C. State College V. B. SuLLaM 
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STATE REPORTS 
ALABAMA 


The composite index of industrial activity compiled by the Bureau of Business 
Research of the University of Alabama reached a peak of 190.8 in April and 
descended to 189.5 in May. With the publication of these numbers, it should 
be noted, this series is terminated for the duration of the war because figures on 
the production of pig iron and steel can no longer be released. All other indices 
in this series show industrial activity through the first six months of 1942 to be 
above the average of 1941. Steel Ingot Production remained at the end of May 
around 98% of capacity and coal production rose in April to 99.6% above its 
1935-39 base line, with only slight drops in May and June. Both the Number 
on Payrolls and the Amount of Payrolls have gained steadily throughout the 
period. Indices of construction likewise reflect the continued expansion of war 
plants and their nearby housing facilities. Cement Production reached its high 
point for the first half year in May while Cement Consumption reached its sum- 
mit in April and fell off slightly in May and June. The index number for 
Building Contracts awarded ascended in June to the astronomical index number 
of 1434.2 with a total of $37,346,000. On the other hand, several indices 
register a decline when the first half of 1942 is compared with the same period 
last year. These are Gasoline Sales; Saving and Loan Association Mortgage 
Loans; Sales of Ordinary Life Insurance; and for April, the last month in which 
figures are available, Fertilizer Sales. 

State revenues for the current fiscal year are shaping up exceedingly well, 
according to the News Letter of August 1, 1942 of the Alabama Chapter of the 
American Society for Public Administration. The total projected tax revenue 
as computed by this source will amount to some 24 per cent more than for 1941, 
the greatest increases coming in the income tax and in the sales and use taxes. 
The projected income tax yield for the fiscal year to end September 30 currently 
shows a rate of increase 55 per cent above 1941, and the dollar returns will show 
a rise of some $2,000,000. Sales and use taxes have shown a rate of increase over 
1941 of 43 per cent and promise to bring in a total of approximately $4,000,000 
more than last year. Gasoline, motor vehicle, and lubricating oil taxes are all 
bringing in slightly more than last year, the decline in yield for these taxes not 
having asserted itself until June of this year. The tobacco tax yield is rising 
at a rate of something less than 20 per cent. Privilege license receipts are about 
the same as last year, franchise tax collections are up about 13 per cent, severance 
tax yield has grown 17 per cent, and although there are no statistics upon which 
to estimate trends in property tax collections, they are sure to increase. 

Non-tax receipts are also rising, according to the above mentioned source. 
Departmental earnings are holding their own or increasing, the greatest increase 
being in the earnings of the Conservation Department. ABC earnings will 
certainly more than double those of the last fiscal year. Federal grants to 
various services have not diminished, save in the case of aid to the Department 
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of Industrial Relations. Educational grants for the War Training Program 
show an increase, despite the discontinuance of NYA. Grants for the construc- 
tion under military supervision of access and strategic network roads have ex- 
ceeded previous highway grants, although ordinary highway “‘fifty-fifty” grants 
have stopped. All in all, the State will collect much more money than ever 
before in the fiscal year 1942. 

The war program has brought forth a rapid development of the economic 
resources of the State, but of none perhaps more than of what Adam Smith 
referred to as the “skill and dexterity” of its workers. During the fiscal years 
of 1940-41 and 1941-42, the Division of Vocational Education of the State 
Department of Education enrolled and trained 67,748 persons. A total of 
28,528 persons have enrolled for the supplementary and preemployment courses. 
About 5,000 persons are enrolled at all times in such courses; and since they are 
organized to run from 12 to 16 weeks, about 5,000 newly trained workers are 
supplied to Alabama industries each quarter. A total of $2,564,509 in federal 
funds has been spent for this training during the past two years. 

At present the demands upon the war training program are greater than ever 
before. Industry is currently requesting that an additional 9,000 persons be 
prepared to fill the jobs created by war contracts awarded to Alabama industry. 
The program for this fiscal year has about doubled that of the preceding year, 
and yet the demands upon the program cannot be met unless the program is 
doubled again. Although much of this training will not be specifically adaptable 
to peacetime employment, yet a considerable part of the industrial training and 
experience acquired by Alabama’s agricultural workers and common labor will 
aid immensely in its future economic development. 

Education in the professions has kept pace with training at the vocational 
level. The Engineering, Science, and Management War Training program has 
trained approximately 15,000 during the past fiscal year. In this training 
program Alabama has been an outstanding leader among the southern states. 
Under the management phase of this program, classes have been held in all the 
larger cities of the state in Accounting, Foremanship and Supervision, Per- 
sonnel Management, Stockroom Control, Cost Accounting, Office Management, 
Statistics, Labor Relations, Employment Management, Purchasing, Traffic 
Management, and other related subjects. The program is expected to increase 
by about 50% next year with classes in more cities and in new courses. 

University of Alabama E. H. ANDERSON 


FLORIDA 


A preliminary review of the 1941-42 marketing season for Florida citrus, 
released by the Florida State Marketing Bureau, revealed total shipments for 
the season, through June 20, of 76,698 car-lot equivalents of 400 boxes as com- 
pared with 88,614 for the 1940-41 season. Movements after June 20 will raise 
the final total slightly. Shipments during the past six years have ranged from 
71,885 cars in 1939-40 to 107,719 cars in 1938-39. The following figures indicate 
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the reductions experienced in the three major crops in 1941-42 as compared 
with 1940-41. 





TOTAL SHIPMENTS IN CAR-LOT EQUIVALENTS 
SEASON 








Oranges Grapefruit Tangerines 
lh ea SEDI rep. 58,059 24,813 5,742 
1941-42 (to June 20)............. 51,511 20,609 4,578 





As a whole, the season was characterized as a highly successful one. Through 
June 19, 1942, the weighted average of auction prices of oranges was $2.80 per 
box, the highest since 1936-37; of grapefruit, $2.51 per box, the highest since 
1935-36; and of tangerines, $1.79 per box, the highest since 1929-30. Contrary 
to the usual trend on the auctions, Florida oranges sold at prices higher than the 
California product during the latter part of May. 

Commercial canneries used 3,840,172 boxes of oranges and 9,723,748 boxes of 
grapefruit, through June 20, 1942, as compared with final figures for the previous 
season of 3,948,925 boxes of oranges and 13,273,593 boxes of grapefruit. 

The season was marked by several major changes. These included virtually 
complete elimination of citrus shipments by water, some reduction in the volume 
shipped by truck, and practically a complete cessation of exports. The rail- 
roads for the first time in many years handled more than 75 per cent of the 
shipments of fresh citrus. A comparison of the amount of fresh fruit moved 
by the various carriers in 1940-41 and 1941-42 shows rail shipments increasing 
from 56 per cent to 77.3 per cent, water shipments decreasing from 20 per cent 
to 2.4 per cent; and truck shipments decreasing from 24 per cent to 20.3 per cent. 
Publication of data on exports has been discontinued. 


* * * * * 


Tie general economic outlook for the state continues questionable. (See 
Florida State Notes in the July, 1942, issue of this Journal.) The expansion 
of military establishments in the state is taking up the slack in many localities. 
The construction of the pipeline and barge canal across northern Florida, re- 
cently authorized by Congress, will have a similar effect, if and when these 
projects get under way. Farmers in the state, in line with this group throughout 
the country, are enjoying a substantial amount of prosperity. Good prices pre- 
vailed at the north Florida tobacco auctions and the volume sold was satisfactory. 
The first bales of this year’s crop of sea island cotton are moving at good prices. 
The present outlook for the 1942-48 citrus crop is good. On the adverse side, 
however, is the fact that with greater restrictions on the availability of trans- 
portation facilities, Florida’s exceedingly important tourist industry will suffer 
severely. While this situation is expected to become increasingly acute during 
the 1942-43 winter season, that some effect has already been felt can be seen 
from the reduced crowds at the beaches during the summer and from the 10 
per cent reduction in retail sales in the state during the first half of 1942 as com- 
pared with the same period in 1941. 
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The latest estimate of the reduction of State tax collections attributable to 
reduced gasoline sales is $500,000 per month. Increased liquor tax collections 
will take up some, but by no means all, of the slack. Revenues from such taxes 
increased from $365,318 in July, 1941, to $475,013 in July, 1942. The State 
Budget Commission, composed of the Governor and his cabinet, requested State 
executive departments, agencies, and institutions to cut their 1942-43 budgets 
by at least 10 per cent under the appropriations made by the 1941 legislature. 
Substantial compliance with this request has been made, many of the 1942-43 
budgets having been cut much more than the requested 10 per cent. Whether 
such adjustments will allow the State to maintain a balanced budget will have 
to be determined by future events. 


* * * * * 


State Attorney General Tom Watson, who supported a movement in the 1941 
legislature to outlaw the closed shop in Florida, has instituted a suit against 
the Tampa Shipbuilding Company in which he petitions the court to set aside 
a closed shop contract between the company and the union. He bases his suit 
upon his contention that the state charter of the shipbuilding corporation does 
not authorize it to make such an agreement. The union, which was not named 
as a defendant, petitioned the State Supreme Court to set aside the suit on the 
ground that it (the union) had property rights in the contract and since it had 
not been named as a joint defendant would have no opportunity to protect these 
rights in the trial court. By a4to3 decision, the Florida Supreme Court refused 
the union’s contention. In an unwritten decision, the majority merely held that 
“prohibition against continuing with the suit is not applicable under the showing 
made.” The minority opinion held that the State courts did not have jurisdic- 
tion because the Tampa company is engaged exclusively in work for the U. S. 
Government and that the closed shop agreement was made to enable the com- 
pany “‘to perform its contracts with the Federal Government.”’ Further, the mi- 
nority maintained that the closed shop agreement, if valid, “constitutes a valuable 
property right for the union. The trade unions cannot be lawfully divested of 
their property rights without being brought into the jurisdiction of the court.” 

After the Supreme Court decision, Watson offered to withdraw his suit if the 
company would substitute for the closed shop agreement the War Labor Board’s 
“union security clause’ or maintenance of membership principle. In making 
this offer Watson stated that he had instituted the suit after receiving “‘com- 
plaints running into the hundreds from sincere and patriotic American citizens 
unable to obtain work unless they joined the union.” 

The conflict has still to be resolved. 


* * * * * 


The Florida Supreme Court has recently overruled the common law doctrine 
that commercial contracts may not be enforced against married women. This 
outmoded rule, which has been generally accepted in this state, was characterized 
by the Court in a rather vigorous opinion as a ‘‘hangover from the time when all 
a wife was expected to thrill over was accouchement and the kitchen.” 
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The Lake City State Farmers’ Market inaugurated auction sales of pine gum 
on August 19. The sale will be conducted by the Turpentine and Rosin Farm- 
ers’ Association, a cooperative. It is thought that this is the first time in the 
history of the state that an auction market for pine gum has been established. 

University of Florida JoHN B. McFeErrin 


GEORGIA 


Treasury receipts for Georgia during the past fiscal year were over six million 
dollars more than for the preceding year. The state auditor’s report on budget 
operations for the year ending June 30, 1942, covering state treasury funds and 
appropriations only, showed treasury receipts totaling $58,893,568.09. This 
compared with a total of $52,431,190.81 for the year June 30, 1941, and $46,- 
517,639.80 for the fiscal year 1940. All of the improvement in receipts for 1942 
was in taxes—departmental fees, sales and miscellaneous receipts showing a 
slight decline. Over half of the increase was accounted for by income tax 
receipts, which brought in $11,286,169.32 to the state treasury, or almost $3.9 
million more than in the previous year. However, the largest single source of 
revenue was, of course, the six cents per gallon tax on gasoline, which produced 
$25,389, 918.22, or 45% of total tax receipts for the fiscal year. In spite of the 
curtailment of gasoline deliveries during the spring of 1942, the motor fuel tax 
produced $769,000.44 more than during the preceding twelve month period. 
In this connection, however, the state auditor, in a note appended to the state- 
ment of treasury receipts cautions that “it is to be noted that Motor Fuel Tax 
and Motor Vehicle License taxes were not drastically effected in the period 
covered by this report. For the next twelve months it is reasonable to believe 
that under tire and gasoline rationing, the receipts from this source will decrease 
by 10 to 12 million dollars.” 

Some inkling of what may be expected by Georgia and other southeastern 
states which depend heavily on the gasoline tax is given by receipts from this 
source for the months of June and July, 1942. Collections for these months, 
with comparable figures for 1941, were as follows: 








JUNE JULY 
1942 $1,759,920. 11 1,691, 633.50 
1941 | 2; 266, 234.00 | 2, 118,877.75 





In interpreting these data, it is to be remembered that the tax collections in 
July were for gasoline sold during June, so that none of these figures reflect the 
effects of the permanent rationing plan, which did not start until July 22. The 
importance of gasoline taxes as a source of revenue to the southeastern states is 
ably presented in an article on this subject in the Monthly Review of the Federal 
Reserve Bank of Atlanta for June 30, 1942. 

In view of the large increase in receipts from the income tax, this expected 
decline in income from the motor fuel tax might not seem so serious for the state, 
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were it not for the fact that “income tax receipts will also be affected for the 
next twelve months by not less than 20% because of exemption of Federal 
taxes,’ according to the auditor’s statement. Other important sources of 
revenue, which also showed substantial increases over the previous fiscal year, 
included the alcoholic beverage tax, $2,969,636.14, an increase of over $600,000; 
the cigar and cigarette tax, $3,576,393.48, up about $500,000; and the malt 
beverage tax, $1,903,667.47, also over $500,000 above receipts for the previous 
year. The state also faces the possibility of shrinkage of revenue from these 
sources should the federal government find it necessary to curtail the activities 
of producers in these fields in the interest of the war effort. The five sources of 
revenue discussed above taken together produced 79% of the total tax receipts 
for the state of Georgia; indeed the increase in these five items accounts for 95% 
of the gain in treasury receipts over the previous fiscal year. 

Appropriations (from treasury revenue only) for the year ending June 30, 1942, 
totalled $49,339,657.18, or $3,186,889.21 less than that for the previous fiscal 
year. This, together with the much larger treasury receipts for 1942, left the 
state treasury as of June 30, 1942, with $9,665,285.72 of ‘“unbudgeted and un- 
allocated cash, as compared to $101,374.81 a year earlier.” This the Budget 
Bureau has designated a “reserve to offset 1942-1943 tax losses.” In addition 
to appropriations from treasury revenue, $2,719,138.50 of highway bonds were 
sold during the fiscal year ending June 30, 1941, which made total current 
appropriations for that year $55,245,684.89, or almost six million dollars more 
than for the year just past. Principal changes in net current appropriations 
from treasury funds for the two years included the following: Department of 
Education, $4,896,720.17 less; Highway Department, $4,971,142.44 less; 
Prisons, $291,233.62 less; Public Health Department, including Tuberculosis 
Sanitorium, $647,734.94 more; Public Welfare Department and State Institu- 
tions, $2,148,127.45 more. The above data, taken from the state auditor’s 
report of budget operations, deal with appropriation funds only and do not 
include federal grants, county grants and earnings of the individual agency, 
which will be reported when audit is made of each individual agency. 

Emory University ALBERT GRIFFIN 


LOUISIANA 


Along with the other states in the south central region, Louisiana is now ex- 
periencing an unusually high level of business activity. The index of business 
activity prepared by the Bureau of Business Research of Louisiana State Uni- 
versity began its upward climb in the third quarter of 1940, and by mid-1942 
it had risen 66 per cent. With the exceptions of September and October, 1941, 
and May, 1942, the rise was uninterrupted, the sharpest advances being recorded 
in the first months of 1942. 

Perhaps the most phenomenal increase has been the virtual doubling in the 
amount of pay rolls reported for the state by the Bureau of Labor Statistics 
during the past two years. The present volume of retail trade also is consider- 
ably above what it was two years ago, even after allowance is made for higher 


STATE REPORTS 183 


prices. In May and June, however, there were definite indications that retail 
business in the state had begun to taper off, although the dollar sales of only 
building material dealers and furniture stores were actually lower for the first 
half of 1942 than in the comparable period of 1941. The wartime strain placed 
upon the nation’s transportation system is reflected in part in the rapid upturn 
in Louisiana freight carloadings during the second quarter of this year, after 
adjustments were made for seasonal factors. Throughout the past months 
there has likewise been a steady rise in bank debits. 

In most cases the business series to show decreases for the first six months of 
1942 compared with the same period of 1941 have been directly affected by the 
war. New motor vehicle registrations were 93 per cent below the total for the 
first six months of 1941; building permits dropped 42 per cent in value; and 
tourist traffic declined 26 per cent. 


* * * * * 


During the first three months of 1942, prior to the announcement of federal 
price control, the cost of living in Louisiana cities rose considerably more than 
the national average. According to the Bureau of Labor Statistics, the advance 
for large cities the country over was 3.4 per cent, while in New Orleans the rise 
was 3.6 per cent, in Alexandria 4.2 per cent, and in Baton Rouge 5.3 per cent. 
The greatest increases occurred in food prices. Compared with a national rise 
of 5 per cent, food prices in New Orleans went up 7 per cent, in Alexandria 9 per 
cent, and in Baton Rouge 11 per cent. Higher clothing prices in all three cities 
contributed to the rising cost of living. 

From April through June the retail costs of food in Louisiana cities did not 
move with the national average. In 51 cities the country over, there was a rise 
of 4 per cent, while Baton Rouge food prices fell and New Orleans food prices 
rose less than 1 per cent. This difference in price behavior is accounted for by 
the rather sharp decline in fresh vegetable prices in Louisiana, due to the early 
growing season and their rise in the cities of the north and east. As a result 
Louisiana cities during the second quarter of 1942 enjoyed lower food prices on 
items not subject to price ceilings (including fresh vegetables) and paid slightly 
higher prices on items subject to price control. 


* * * * * 


A survey of the relationship of time deposits and war bond sales in Louisiana 
banks from December, 1941, to April, 1942, was recently completed by the 
Bureau of Business Research of Louisiana State University. The survey which 
covered 86 banks in the state disclosed a decrease of $2,759,242 in time deposits 
during the period and total war bond sales of $16,414,620. January was the 
month of heaviest withdrawals ($1,164,305) and greatest sales ($6,306,300), but 
in March the decrease in time deposits was only $485,865, while sales totaled 
$3,147,950. Bankers in the larger institutions generally felt that there was a 
direct connection between the fall in time deposits and their sales of war bonds 
throughout the period. Most of the smaller banks, on the other hand, stated 
that no important relationship existed, as far as they were concerned. The 
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inflationary implications of this situation cannot be conclusively appraised from 
these data. 


* * * * * 


In its regular biennial session, which ended in July, the Louisiana legislature 
adopted a complete criminal code prepared by the Louisiana Law Institute, an 
organization of judges, professors of law, and outstanding lawyers in the state. 
Although sporadic efforts had been made for over a century to prepare such a 
code, the present legislation represents the first criminal code actually adopted. 
By action of the legislature, the Louisiana Law Institute was also authorized to 
begin a thorough revision of the civil statutes of the state. 

Improvement in the sentencing practices and the regulation of probation and 
parole was effected by the passage of a complete set of statutes, comparable to 
those of the states with the most advanced legislation in this field. A number 
of new laws concerning sabotage, conspiracy, and similar matters and some 
supplemental legislation was adopted during the session to meet the war situa- 
tion. 

The operation of the civil service laws passed at the previous session was post- 
poned until January 1, 1943. The postponement will give the state Civil 
Service Commission additional time to perfect its organization. 

Louisiana State University Rosert W. FRENCH 


MISSISSIPPI 


The Bureau of Business Research of the University of Mississippi and the 
National Cotton Council of America published jointly in August a booklet on 
cotton uses. The booklet, which bears the title, “Cotton Counts Its Customers,” 
was prepared by Dr. McDonald K. Horne, Jr., Director of the Bureau of Busi- 
ness Research of the University of Mississippi and Director of Research for the 
National Cotton Council. 

The booklet presents some of the findings of a study of cotton uses which was 
undertaken early this year. One of its principal features is a lengthy table in 
which the uses of cotton are grouped alphabetically among the three major 
divisions of apparel uses, household uses, and industrial uses. The largest uses 
are graphically presented. In all 266 uses are shown, with estimates of cotton 
consumption for each use for the years 1937 and 1939. The source of each 
estimate is carefully described in the appendix. 

The booklet shows the following uses as having passed the 100,000-bale mark 
in cotton consumption in 1939: Automobile tires, 633,100; men’s shirts, 463,520; 
bags, 458,760; sheets, 433,120; cordage and twine, 357,340; piece goods, 331,670; 
towels, 303,400; trousers, 284,720; men’s overalls, 232,000; men’s underwear, 
209,850; ready-made dresses, 193,350; blankets, 180,440; draperies and up- 
holstery, 154,240; rugs and carpets, 148,450; curtains, 130,270; shoes, 107,800; 
women’s underwear, 104,140. 

* * * * * 

The fourth annual session of the Mississippi School of Fire, Casualty, and 

Surety Underwriting was held at the Hotel Heidelberg in Jackson, Mississippi, 
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July 22-24, 1942. The program included seventeen lectures on a variety of 
subjects in the field of insurance. The School is sponsored by the Mississippi 
Association of Insurance Agents, and is supervised and directed by the School 
of Commerce and Business Administration of the University of Mississippi. 
Dean Horace B. Brown, Jr., of the School of Commerce and Business Adminis- 
tration of the University of Mississippi, served as Director of the 1942 session. 
The session was attended by 134 insurance agents. 
University of Mississippi Water H. BENNETT 


NORTH CAROLINA 


Economic activity has shown much less than the usual seasonal recession 
during the second quarter of 1942. While there have been many dislocations 
due to the intensification of war production and the shortages and priorities of 
raw material, the general picture indicates increasing incomes to most of the 
classes of income receivers. The rate of conversion to war production is greater 
than the cessation of operations or curtailment of operations due to shortages. 
The one dull spot is that of automobile sales, repair, parts, service, and gas and 
oil rationing. While ensuing periods will show marked reduction in distribution 
of consumers goods made from critical materials and goods frozen by government 
order, these have been unable to halt the upward spiral of retail and wholesale 
trade up to this time. Retail trade of department stores was down two per cent 
in June from the May level but increased four per cent for the first six months 
of 1942. Wholesale trade rose approximately 15 per cent over sales of a year ago. 
Furniture sales were next to automobiles in the decline. This was due largely 
to restrictions on installment buying by government order and material shortages 
in imported veneers. Debits to individual accounts in the nine largest cities of 
North Carolina rose approximately 8.5 per cent during June and were up 
approximately 16 per cent for the year. Industrial production increased in all 
major lines with the exception of furniture production. The number of business 
failures declined materially and the value of assets and amount of liabilities 
involved declined likewise. Building construction in the twenty-one leading 
cities in the state dropped off materially during the period as compared with 
1941. This came as a result of the War Production Board’s order on April 9 
halting nonessential construction. Construction awards, including rural con- 
struction, in the state increased materially. This was made up largely of govern- 
ment construction. 

* * a * * 

In the cotton textile industry and rayon industry, plants are working at full 
capacity. Mills which had machinery adapted to heavy work or could be easily 
converted to heavy materials have done so and are producing almost wholly for 
the army and navy. Cotton consumption reached an all-time high in April 1942 
due to the production of heavier materials. It fell off in May but increased to 
near the April figure in June. For the first six months, consumption was 14 per 
cent greater than for a like period in 1941. The total value of tobacco produc- 
tion reached an all-time high in June of this year. There has been some con- 
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version from smoking and chewing tobacco to cigarette production, and cigarette 
production reached the twenty million mark for the five eastern seaboard states. 
North Carolina produces more than half of the production for these states. 

Lumber production dropped off slightly during the period under study. This 
was explained by the order preventing private construction as of April 9. Con- 
version to channels of government construction, however, took up most of the 
slack and lumber production should increase in the future. Furniture produc- 
tion figures are not available at this time, but there was an increase in employ- 
ment in this industry, as well as an increase in the length of the work week. 
This would seem to indicate an increase in furniture production for the period. 
Using the same index for the production of full-fashioned and seamless hosiery 
would indicate a steady decrease in this branch of production. Shortage in 
raw materials, both silk and rayon, has made this necessary. The government 
ordered rayon producers to set aside part of their stock and production for the 
use of worsted mills, equivalent to 23 per cent of the mills’ basic wool poundage, 
for the months of May and June. 

* * * * * 


Farmers’ incomes continue to increase rapidly. Increased acreage in most 
farm products accompanied with increased prices and what seems at this time 
to be favorable crop weather indicate an even further increase. For the first 
four months of 1942 farm income increased 59 per cent over the same period of 
last year. The greatest increase came in livestock and livestock products which 
increased 72 per cent. The prices of the latter advanced more than those of 
farm crops in general. Ordinarily crops account for 80 to 85 per cent of total 
cash farm income. During this period, however, income from livestock and its 
products amounted to approximately 47 per cent of the total, or $23,067,000 
out of $48,577,000. 

A definite increase in farm production has required more farm labor, which 
has become a major worry to economists and governmental officials. This has 
been met in North Carolina by an increase in family labor of thirty per cent 
since April 1, an increase in hired labor of 10 per cent, average working hours of 
eleven and a half per day for family workers, and eight hours and forty-eight 
minutes for hired labor. It is reported that a total of 617,000 persons of both 
classes were employed on North Carolina farms on May 1. 

The State Department of Agriculture is starting a state-wide program to 
repopulate North Carolina with sheep for the express purpose of recapturing 
profitable eastern markets which it once had. 


* * * * * 


There has not been any appreciable change in the amount of employment in 
North Carolina during the second quarter of 1942, but there are some undesirable 
tendencies developing. The position of the laboring class, especially of skilled 
and semi-skilled labor has improved. There is some hardship being experienced 
by older workers of specialized skills whose jobs have been eliminated and who 
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are finding it difficult or impossible to learn new techniques in the war industries 
speed-up production program. They are filling the ranks of the unemployed. 
Probably the group hardest hit is the large white-collar class whose incomes have 
not been increased during the past few months but whose cost of living has 
increased materially. This group includes those whose jobs have been elim- 
inated by curtailment in the production of consumer goods. This is forcing 
more members of the family groups to seek remunerative employment. 


* * * * * 


The State of North Carolina ended its fiscal year on June 30 with the largest 
surplus in its history, amounting to $18,988,155. Total revenues for the fiscal 
year were $99,054,805.33, made up of General Fund $57,297,966.82, Gasoline 
Taxes or Highway Fund $31,393,056.93, and Division of Motor Vehicles (license 
and title fees, and truck and bus franchise taxes) $10,363,781.58. The surplus 
was made up of a surplus carried forward from last year of $5,392,694.00 and an 
excess of revenues over expenditures for 1941-1942 of $13,595,461. The chief 
source of the surplus was the income tax. The estimated revenue was $15,- 
096,969: the actual revenue $22,552,439, giving an excess of $7,455,470. The 
next largest single source was the sales tax. Estimated revenue was $13,100,000, 
and the actual revenue $15,663,490, yielding an excess of $2,563,490. This 
tremendous surplus amounted to 39 per cent of the general fund expenditures for 
the entire year. The gasoline tax or highway fund is just beginning to reflect 
the full depression caused by gasoline rationing. While the fund increased about 
2 per cent over last year, there has been an increasing downward trend since 
March. In June gasoline taxes dropped 22.36 per cent. Principle reeommenda- 
tions for the use of the huge surplus which have been put forward so far are to 
increase the school year from eight to nine months, give a flat 10 per cent increase 
to all state employees to take care of increased costs of living, and an extension 
of the state agricultural program. The budgetary commission has been advised 
to anticipate a decrease in revenues from the sales tax in the future due to short- 
ages in consumer goods and frozen items, in addition to an expected decrease 
in gas tax revenues. 

North Carolina State College, T. W. Woop 

University of North Carolina 


SOUTH CAROLINA 


The Federal Reserve Bank of Richmond has announced that cotton consump- 
tion by textile mills in South Carolina amounted to 1,115,268 bales during the 
first six months of 1942. This compares with 965,444 bales during the corre- 
sponding period last year and is equivalent to a 16 per cent increase. 

Nearly all the mills in the state which have machinery suitable for weaving 
medium and heavy goods have converted it to the manufacture of material 
needed in the prosecution of war. Although comparatively little cloth is manu- 
factured for civilian use, jobbers and retailers have so far been able to meet 
civilian needs out of previously heavily stocked warehouses. 
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Crop forecasts for South Carolina are generally good. Based on July 1 
conditions, increased production is expected in all crops except peaches and hay. 


* * * * * 


South Carolina industry showed a 1.1 per cent increase in the number of per- 
sons on payrolls during June as compared with the previous month. In spite 
of this increase, however, dislocations in certain types of businesses due to war 
restrictions have resulted in some unemployment. The Census reports indicate 
a decrease of 67 per cent in sales reported by motor vehicle dealers and 25 per 
cent in sales reported by furniture stores. Food stores, however, gained 23 
per cent, drug stores 23 per cent, department stores 22 per cent, and general 
stores 19 per cent. 

On January 1, 1943, Sumter, South Carolina, will observe the thirtieth anni- 
versary of its Council-Manager form of government. Sumter has the distinction 
of being the first city in the United States to adopt a form of government under 
which the City Council employs a Manager whose functions correspond largely 
to those of the manager of a business enterprise. At present there are more than 
500 municipalities embracing a population about one-tenth that of the United 
States, operating under this form of government. Under such a plan the people 
of the community are the shareholders, and the City Council is the Board of 
Directors. The Manager, who is elected by the Council, is a full-time employee 
and almost without exception has been able to bring about substantial improve- 
ment in the affairs of the city and a reduction in the tax levy. 

Clemson Agriculture College G. H. AuLu 


VIRGINIA 


Business activity in Virginia continues to follow the upward trend of the past 
two years. The number of checks drawn during June on clearing house banks 
in seven cities reporting to the Federal Reserve Board was 5 per cent higher than 
during May and 24 per cent higher than during June, 1941. Total assets of 184 
banks in Virginia increased $10,493,791.62 between April 4 and June 30, 1942. 

Employees in nonagricultural establishments in the state in May numbered 
654,000, an increase of 9,000, or 1 per cent, from April; and 65,000, or 11 per 
cent, from May, 1941. 

New population data for Virginia, compiled by the Virginia State Planning 
Board, reveal that the state’s population has gained half as much in the past two 
years as in the preceding ten. The population, exclusive of gains in military 
and naval personnel, has grown from 2,677,773 in April, 1940, to 2,817,521 in 
May, 1942. More than 60 per cent of this increase was due to migration into 
Virginia from other states. 

Within the state the population changes have been far from uniform. In 
most of the rural areas and in the mountain sections there has been a decline in 
population while the war activity centers have experienced most of the increase 
in the state’s population. The larger part of the gain in population has been 
confined to the area adjacent to Washington, the Hampton Roads area, and the 
Petersburg, Richmond-Hopewell area. 

University of Virginia GrorGE T. STARNES 
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PERSONNEL NOTES 


Paul E. Alyea, associate professor of é¢conomics at the University of Alabama, 
is on leave and is serving as an economist with the machinery branch of the OPA. 


Jeanette Amidon has resigned her position as an instructor in statistics at 
the University of Alabama and is now employed by the WPB to do research 
in marketing. 


Keith R. Aull has been appointed junior statistician with the South Carolina 
Employment Service. 


D. M. Beights, professor of accounting at the University of Florida, filled a 
position with the Civil Service Commission during the summer. 


Frederick M. Bernfield, assistant professor of business administration at The 
Citadel, has been teaching an ESMWT course in Personnel this summer. 


Truman C. Bigham resumed his duties as professor of economics at the 
University of Florida after a year’s leave of absence. 


W. K. Bing has resumed his duties as assistant professor in agricultural 
economics at Clemson College after having spent a year in graduate study at 
the University of Chicago. 


R. F. Bingeman, formerly associate professor of commerce at the West Vir- 
ginia Institute of Technology, has accepted a position as associate professor of 
economics and business administration at Furman University. 


Forrest C. Blood, instructor in economics at the University of Alabama, is on 
leave for service in the United States Army and is now stationed in Utah. 


Russell Boner, has resigned as instructor in economics at the University of 
Alabama. 


H. D. Bonham, associate professor of economics at the University of Alabama, 
is on leave and holds a position as senior economist in the Fats and Oils Section 
of the WPB. 


Robert W. Bradbury, professor of business administration and head of the 
Division of Latin American Relations at Louisiana State University, served 
as a collaborating delegate for the United States at the Second Inter-American 
Agricultural Conference, held at Mexico City, July 6-16. 
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Harry G. Brainard, Head, Department of Economics at Southern Illinois 
Normal University, Carbondale, has been granted a leave of absence to accept 
a position as senior business analyst in the Rubber Products Branch, Industrial 
Manufacturing Price Division, of the OPA. 


Buford Brandis, of the Research and Statistics Department of the Federal 
Reserve Bank of Atlanta, will teach public finance at Emory University during 
the fall quarter. 


D.8. Brown, professor of economics at Carleton College, was visiting professor 
of economics at Louisiana State University during the first six weeks of the 
summer term. 


John N. Chisholm, instructor in economics at the University of Alabama, is 
on leave for service in the United States Army. 


S. L. Clement of North Carolina State College has resigned to accept a con- 
nection with the OPA. 


Marion L. Clough, assistant professor of business administration at The 
Citadel, has been teaching an ESMWT course in Shop Management this summer. 


Carl T. Crumrine, instructor in business administration of Louisiana State 
University, has accepted a position with the Price Division of the state Office 
of Price Administration in Baton Rouge. 


John W. Dietz, assistant professor of finance at the University of Florida, 
filled a position with the Office of Price Administration during the summer. 


C. H. Donovan, associate professor of public finance at the University of 
Florida, has obtained a leave of absence to gc into active duty with the U. S. 
Navy as a lieutenant (j.g.). 


C. F. Dunham, professor of accounting at the University of Mississippi, was 
visiting professor of accounting at Lousiana State University throughout the 
past summer term. 


W. T. Ferrier has returned to his position as associate agricultural economist 
at Clemson College, having served for six months as consultant in the Office of 
Price Administration, Washington, D. C. 


Cecil G. Garland, assistant professor of business administration at The Citadel, 
has been teaching an ESMWT course in Shop Management this summer. 


J. P. Gill, instructor in commercial mathematics at the University of Alabama, 
is on leave for service in the United States Army. 
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Albert Griffin has been promoted to associate professor of business adminis- 
tration at Emory University. 


Willburt D. Ham, instructor in business law, has left the University of Alabama 
faculty to accept a position with the government. 


Robert D. Haun, professor of accounting at the University of Kentucky, has 
been granted a leave of absence to act as price executive in Kentucky for the 
Office of Price Administration. 


Lillian C. Hinton, secretary of the Bureau of Business Research of the Uni- 
versity of Alabama, has been appointed assistant statistician of the Bureau. 


Wiley E. Hodges has accepted an appointment as assistant professor of 
political science at The Citadel. He formerly taught government and social 
science at West Virginia College. 


McDonald K. Korne, Jr. has taken a military leave from his position of director 
of the Bureau of Business Research at the University of Mississippi to join the 
armed forces. 


L. R. Jeanblane has resigned as associate professor of business law at the 
University of Alabama to accept a position on the law faculty of the University 
of Louisville. 


Lloyd Johnson resigned as instructor of accounting at the University of Florida 
to accept a position with the Office of Price Administration. Shortly thereafter, 
he was inducted into the United States Army. 


Paul M. Jones, instructor in accounting at Louisiana State University, has 
accepted a position as associate professor of business administration at the 
Municipal University of Wichita. 


W. H. Joubert, assistant professor of economics at the University of Florida, 
pursued graduate work at the University of North Carolina during the 1942 
summer term. 


A. S. Keister, of the Women’s College of the University of North Carolina, 
under appointment of Chairman Davis of the War Labor Board, served as sole 
arbitrator in a deadlock between the firm of Louisville Textile, Inc. and the 
Textile Workers Union of America (CIO) in Louisville, Kentucky during the 
summer. The issues referred to arbitration involved the union shop and wage 
increases. 


E. J. Kirkham, instructor in accounting at the University of Alabama, is on 
leave to work as a cost accountant with the rent division of the OPA. 
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Paul Kohler, instructor in accounting at the Township High School and 
Junior College, Joliet, Illinois, was an instructor in accounting in the College of 
Commerce of Louisiana State University during the summer term. He has 
accepted a position as assistant professor of business administration at The 
Citadel beginning in the fall. 


Harold C. Krogh, instructor in economic geography at the University of 
Alabama, has been called to service as a reserve officer. 


R. A. Lester has resumed his teaching duties at Duke University after a year’s 
leave of absence, during which he served with OPM and WPB. 


W. J. Lincoln has been appointed assistant professor of business administration 
at The Citadel for the coming academic year. 


James B. McMillan, assistant professor of business English, has been ap- 
pointed acting director of the Bureau of Business Research of the University 
of Alabama. 


Robert C. Mizell is now serving as acting dean of the School of Business Ad- 
ministration at Emory University in addition to being Director of University 
Development. 


Burton R. Morley, professor of economics at the University of Alabama, is 
on leave to act as Area Director of the Mobile Area for the War Manpower 
Commission. 


Harold Murphy, instructor in economics in the Business School at Emory 
University, is now with the OPA in Washington. 


Philip H. Overmeyer, assistant professor of economic history at the University 
of Alabama, has accepted a position in a branch of the WPB in Portland, Oregon. 


Thomas H. Quigley, head of the Department of Industrial Education at the 
Georgia School of Technology, is now director for Georgia of the United States 
Employment Service. 


W. R. Roane, instructor in accounting and auditor of Louisiana State Uni- 
versity, was called into the Army in August as a first lieutenant in the Quarter- 
master General’s office, Washington, D. C. 


George H. Seferovich, assistant professor of economics at Loyola University 
of New Orleans, has been granted a military leave of absence for service in the 
Navy, with a commission as ensign. 
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A. R. Shoemaker has been appointed assistant professor of business adminis- 
tration at The Citadel for the coming academic year. 


Leonard S. Silk, of Duke University, has entered the Army and is now serving 
with the Army Air Force. 


Alfred G. Smith, instructor in economics at the University of South Carolina, 
returned to the University in September after having spent some time at Colum- 
bia University, where he is working on his Ph.D. degree. 


J. J. Spengler of Duke University is serving as regional price officer in the 
OPA district office at Atlanta. 


J. Y. Springer of Duke University has been commissioned as a lieutenant 
(j.g.) in the Navy. 


H. F. Stepp, assistant professor in the department of economics at Clemson 
College, has entered the armed services of the United States government. 


Clemens B. Thoman has been appointed instructor in economics at the 
University of Alabama. 


George W. Tomlin, associate professor of economics at the University of 
South Carolina, is on leave while serving in the Office of Price Administration, 
Columbia, South Carolina. 


Edward D. Trembly, who taught accountancy at the University of Mississippi 
from the fall of 1939 to the spring of 1941, has joined the accountancy staff of the 
University of Toledo. He was a graduate assistant at the University of Minne- 
sota during the 1941-42 college year. 


Wendell P. Trumbull has taken a military leave from his position of assistant 
professor of accountancy at the University of Mississippi to join the armed 
forces. 


E. 8. Wallace has taken a leave of absence from his position at Millsaps College 
in order to serve as head of the Price Division in the Mississippi office of the OPA. 


H. A. White, assistant agricultural economist on the staff of the South Caro- 
lina Experiment Station, has been appointed, in addition, agent in the Agricul- 
tural Marketing Administration. He will divide his time between research on 
Cotton Marketing problems and the Cotton Grade and Staple work in the 
A.M.A. 
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